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Iberdrola Renovables, S.A. Unipersonal , o
Offering of 768,011,800 ordinary shares G e -

This offering memorandum relates to the initial public offering of 768,011,800 ordinary shares, €0.50 par value per
share, of Tberdrola Renovables, S.A. Unipersonal, a Spanish company (“we" or “Iberdrola Renovables™ or “the Company™).
The Offering consists of: (i) (a) a public offering 1o retail investors in Spain and Andorra, and to certain sharcholders of
Iberdrola, S.A. in Spain and the United Kingdom, (b) an offering to certain employees of Iberdrola Renovables and its
subsidiaries {the “Retail and Employee Offering™), (ii) a Spanish institutional offering to qualified investors in Spain (the
“Spanish Institutionai Offering™), and (iii) private placements to institutional investors outside Spain (the “International
Institutional Offering™), including a private placement in the United States to qualified institutional buyers as defined in,
and in reliance on, Rule 144 A under the United States Securities Act of 1933, as amended (the “Securities Act™). All offers
and sales outside the United States will be made in compliance with Regulation S under the Securities Act. Iberdrola
Generacién, S.A. Unipersonal (“Tberdrola Generacién”), a wholly owned subsidiary of Iberdrola, S.A., will acquire
76,801,180 shares from Iberdrola Renovables outside the Offering av the Offering Price in connection with the Over-
allotment Option described below. This offering memorandum relates only to the International Institutional Offering.

As part of the Retail and Employee Offering, we are offering shares to certain qualifying employees of Iberdrola
Renovables and its subsidiaries, including an offering to qualifying employees in the United States pursuant to exemptions
from the registration requirements of the Securities Act, 10 certain shareholders of Iberdrola, S.A. in Spain and to holders of
Crest Depositary Interests of Tberdrola, S.A. in the United Kingdom. The Retail and Employee Offering, the Spanish
Institutionat Offering and the Internationat Institutional Offering, collectively are referred to herein as the “Offering.”

Prior to the Offering, there has been no public market for the shares. We have applied to list the shares on the Madrid,
Barcelona, Bilbao and Valencia stock exchanges and 1o have the shares quoted on the Automated Quotation System of the
Spanish stock exchanges. We expect the shares to be listed and quoted on the Spanish stock exchanges on or about
December 13, 2007 under the symbol “IBR”,

Offering Price: €5.30 per share

Investing in our shares involves certain risks. See “Risk Factors” beginning on page 17.

The shares have not been and will not be registered under the Securities Act and are being offered and sold in
the United States only to qualified institutional buyers in reliance on Rule 144A under the Securities Act and outside
the United States in compliance with Regulation § under the Securities A¢t, Prospective investors are hereby notified
that any seller of the shares may be relying on the exemption from the provisions of Section § of the Securities Act
provided by Rule 144A. The shares are not transferable except in accordance with the restrictions described under
“Transfer and Selling Restrictions.”

Iberdrola Generacién has granted the Managers an Over-allotment Option (each as defined herein) for a period of
30 days from the date of the listing of the shares on the Spanish stock exchanges to purchase up to 76,801,180 shares.

Delivery of the shares through the book-entry fucilities of Therclear or through the book-entry facilities of the
custodian of the Euroclear System or the custodian for Clearstream, Luxembourg is expected to 1ake place on or about
December 17, 2007.

Joint Global Coordinators and Joint Bookrunners

Credit Suisse JPMorgan Merrill Lynch International  Morgan Stanley

Joint Global Coordinator and Co-manager

BBVA
Co-managers
ABN AMRO Rothschild BNP PARIBAS CALYON Dresdner Kleinwort
HSBC Santander Investment Société Générale

This offering memorandum is dated December 11, 2007
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THIS DOCUMENT HAS NOT BEEN REGISTERED WITH THE SPANISH NATIONAL
SECURITIES MARKET COMMISSION (“COMISION NACIONAL DEL MERCADO DE VALORES”
OR THE “CNMV"”) AND MAY NOT BE DISTRIBUTED IN SPAIN IN CONNECTION WITH THE
OFFER AND SALE OF THE SHARES. A SPANISH PROSPECTUS (FOLLETO INFORMATIVO) IN
RELATION TO THE SPANISH OFFERING HAS BEEN REGISTERED WITH THE CNMV ON
NOVEMBER 22, 2007.

THIS CONFIDENTIAL OFFERING MEMORANDUM DOES NOT CONSTITUTE AN OFFER TO
SELL, OR A SOLICITATION OF AN OFFER TO BUY, ANY SHARES OFFERED HEREBY BY ANY
PERSON IN ANY JURISDICTION IN WHICH IT 1S UNLAWFUL FOR SUCH PERSON TO MAKE
SUCH AN OFFER OR SOLICITATION. NEITHER THE DELIVERY OF THIS OFFERING
MEMORANDUM NOR ANY SALE MADE HEREUNDER SHALL UNDER ANY CIRCUMSTANCES
IMPLY THAT THERE HAS BEEN NO CHANGE IN THE AFFAIRS OF THE COMPANY OR ITS
SUBSIDIARIES OR THAT THE INFORMATION SET FORTH HEREIN 1S CORRECT AS OF ANY
DATE SUBSEQUENT TO THE DATE HEREOF.

This offering memorandum is confidential and has been prepared solely for use in connection with the
proposed placement through the offering of our shares. Iberdrola Renovables and the Managers reserve the right
to reject any offer to purchase, in whole or in part, for any reason or to sell less than all of the shares offered
hereby. This offering memorandum is personal to each offeree to whom it has been delivered by the Managers
and does not constitute an offer to any person or to the public generally to purchase or otherwise acquire the
shares. Distribution of this offering memorandum to any person other than the offeree and those persons, if any,
retained to advise such offeree with respect thereto is unauthorized and any disclosure of any of its contents,
without our prior written consent, is prohibited, Each prospective subscriber or purchaser, by accepting delivery
of this offering memorandum, agrees 1o the foregoing and to imake no photocopies or electronic copies of this
offering memorandum.

Each person receiving this offering memorandum acknowledges that (i) such person has not relied on the
Managers or any person affiliated with the Managers in connection with any investigation of the accuracy of such
information or its investment decision and (ii) no person has been authorized to give any information or to make
any representation concerning us or the shares (other than as contained herein and information given by our daly
authorized officers in connection with investors’ examination of us and the terms of the Offering) and, if given or
madc, any such other information or representation should not be relied upon as having been authorized by us or
the Managers.

IN MAKING AN INVESTMENT DECISION, INVESTORS SHOULD RELY ON THEIR OWN
EXAMINATION OF IBERDROLA RENOVABLES AND THE TERMS OF THE OFFERING,
INCLUDING THE MERITS AND RISKS INVOLVED. THE SHARES OFFERED HEREBY HAVE NOT
BEEN RECOMMENDED BY ANY UNITED STATES FEDERAL OR STATE SECURITIES
COMMISSION OR REGULATORY AUTHORITY. FURTHERMORE, THE FOREGOING
AUTHORITIES HAVE NOT CONFIRMED THE ACCURACY OR DETERMINED THE ADEQUACY
OF TH1S DOCUMENT. ANY REPRESENTATION TO THE CONTRARY IS A CRIMINAL OFFENSE.

Neither we nor any of the Managers have authorized anyone to provide potential investors with information
different from that contained in this offering memorandum. The Managers make no representation or warranty,
express or implied, as to the accuracy or completeness of the information contained in this offering
memorandum, and nothing contained in this offering memorandum is, or shall be relied upon as, a promise or
representation by the Managers or their affiliates. The information contained in this offering memorandum is
accurate only as of the date of this offering memorandum, regardless of the time of delivery of this offering
memorandum or any sale of the shares.

This offering memorandum may not be wsed for, or in connection with, and does not constitute an offer to,
or solicitation by, anyone in any jurisdiction in which it is unlawful to make such an offer or solicitation. Persons
into whose possession this offering memorandum may come are required by us and the Managers to inform
themselves about and 10 observe these restrictions. Neither we nor the Managers have accepted any responsibility
for any violation by any person, whether or not such person is a prospective purchaser of our shares, of any of
these restrictions. No representation is made by us, the Managers, or any of our or their respective affiliates or
representatives, 10 prospective investors regarding the legality of an investment in the shares, and prospective
investors should not construe anything in this offering memorandum as legal, business or tax advice. Prospective
investors should consult with their own advisors as to the legal, tax, business, financial and related aspects of an
investment in the shares,




Morgan Stanley & Co. International ple has been appointed as stabilization agent for the Offering.
The stabilization agent, on behalf of the Managers, may, to the extent permitted by applicable law, at its
discretion, over-allot and effect other transactions with a view to supporting the market price of the shares
at a level higher than that which might otherwise prevail in the open market for a period of 30 calendar
days beginning on the date our shares are listed on the Madrid, Barcelona, Bilbao and Valencia stock
exchanges. However, there is no obligation on the stabilization agent to engage in such stabilizing measures
and there can be no assurance that any such activities will be undertaken. Such stabilizing measures, if
commenced, may be discontinued at any time or end afier a limited period. The stabilization period is
expected tc commence on or about December 13, 2007 and to end on or about January 12, 2008. Except as
required by law or regulation, neither the stabilization agent nor the Managers intend to disclose the
extent of any stabilization transactions and/or over-allotments in connection with the Offering.

NOTICE TO PROSPECTIVE U.S, INVESTORS

Our shares have not been and will not be registered under the Securities Act, or with any securities authority
of any state of the United States, and may not be offered or sold except pursuant to an exemption from, or in a
transaction not subject to, the registration requirements of the Securities Act and in compliance with any
applicable state securities laws. Our shares are being offered (i} in the United States to qualified institutiona)
buyers (as defined in Rule 144A under the Sccurities Act (“Rule 144A™)} in reliance on the exemption from the
registration requirements of the Securities Act provided by Rule 144A and to certain qualifying employees of
Iberdrola Renovables in the United States pursuant to exemptions from the registration requirements of .the
Securities Act and (ii) outside the United States only in offshore transactions (as defined in, and in accordance
with, Regulation S under the Securities Act (“Regulation S8)). Prospective purchasers are hereby notified that
sellers of the shares may be relying on the exemption from the registration provisions of Section 5 of the
Securities Act provided by Rule 144A, For a description of these and certain further restrictions on offers, sales
and transfers of the shares, see “Transfer and Selling Restrictions.”

NOTICE TO PROSPECTIVE INVESTORS IN THE EUROPEAN ECONOMIC AREA

This offering memorandum has not been approved by the CNMV, being the competent authority in Spain.
This offering memorandum has been prepared on the basis that all offers of shares using this offering
memorandum will be made pursuant to an exemption under the Prospectus Directive (Directive 2003/71/EC,
including any relevant implementing measure in each Relevant Member State), as implemented in member states
of the European Economic Area ("EEA™), from the requirement to produce a prospectus under the Prospectus -
Directive for offers of shares. Accordingly, any person making or intending to make any offer within the EEA of
shares which are the subject of the placement contemplated in this offering memorandum should only do so in
circumstances in which no obligation arises for Iberdrola Renovables or any of the Managers to produce a
prospectus under the Prospectus Directive for such offer. Neither Iberdrola Renovables nor the Managers have
authorized, nor do they authorize, the making of any offer of shares through any financial intermediary, other
than offers made by Managers which constitute the final placement of shares contemplated in this offering
memorandum.

NOTICE TO PROSPECTIVE INVESTORS IN THE UNITED KINGDOM

Within the United Kingdom, this decument is only directed at persons: (i) having professional experience in
matters relating to investments who fall within the definition of “Investment Professionals” in section 19(5). of
the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005, and (ii) who are “Qualified
Investors™ within the meaning of section 86(7) of the Financial Services and Markets Act 2000 (“FSMA™). Any
investment or investment activity to which this document relates will only be engaged in with such persons, and
persons within the United Kingdom who receive this document (other than persons fafling within (i) or (ii)
above) should not rely on or act upon this document.




NOTICE TO PROSPECTIVE INVESTORS IN SPAIN

This offering memorandum is an advertisement and is not a prospectus for the purposes of the Prospectus
Directive and has not been registered with the CNMV. A prospectus in the Spanish language (folleto informativo)
that complies with the requircments of the Prospectus Directive has been registered with the CNMV on
November 22, 2007. Copies of the Spanish prospectus (follete informative) are available at the offices of: (i} the
CNMV: (ii) the Spanish stock exchanges: (iii) our principal executive offices; (iv) the banks acting as Managers
and (v) Banco Bilbao Vizcaya Argentaria, 8.A. (the “Agent Bank™). The Spanish prospectus (folleto informativo)
is also available at Tberdrola Renovables’ (accessible only to investors in Spain and to holders of Crest
Depository Interests in the United Kingdom) and CNMV's web sites.

NOTICE TO PROSPECTIVE INVESTORS IN SWITZERLAND

The shares, including any subscription rights related thereto, may not be publicly offered or sold in or from
Switzerland, and neither this offering memorandum nor any other offering material relating to the shares may be
distributed, or otherwise made available in connection with any such offering or sale. The shares may only be
offered or sold and this offering memorandum may only be distributed, or otherwise made available in
Switzerland on a private placement basis to a limited number of investors without any public offering.

NOTICE TO NEW HAMPSHIRE RESIDENTS ONLY

NEITHER THE FACT THAT A REGISTRATION STATEMENT OR AN APPLICATION FOR A
LICENSE HAS BEEN FILED UNDER CHAPTER 421-B (“RSA 421-B”) OF THE NEW HAMPSHIRE
REVISED STATUTES WITH THE STATE OF NEW HAMPSHIRE, NOR THE FACT THAT A
SECURITY IS EFFECTIVELY REGISTERED OR A PERSON IS LICENSED IN THE STATE OF NEW
HAMPSHIRE CONSTITUTES A FINDING BY THE SECRETARY OF STATE OF NEW HAMPSHIRE
THAT ANY DOCUMENT FILED UNDER RSA 421-B IS TRUE, COMPLETE AND NOT
MISLEADING. NEITHER ANY SUCH FACT NOR THE FACT THAT AN EXEMPTION OR
EXCEPTION IS AVAILABLE FOR A SECURITY OR A TRANSACTION MEANS THAT THE
SECRETARY OF STATE HAS PASSED IN ANY WAY UPON THE MERITS OR QUALIFICATION
OF, OR RECOMMENDED OR GIVEN APPROVAL TO, ANY PERSON, SECURITY OR
TRANSACTION. IT IS UNLAWFUL TO MAKE, OR CAUSE TO BE MADE TO ANY PROSPECTIVE
PURCHASER, CUSTOMER OR CLIENT ANY REPRESENTATION INCONSISTENT WITH THE
PROVISIONS OF THIS PARAGRAPH.

ENFORCEMENT OF CIVIL LIABILITIES

We are a Spanish company, and certain of our assets are located within Spain. In addition, almost alt of our
directors and executive officers reside within Spain. As a result, investors may not be able to effect service of
process outside Spain upon us or these persons, or to enforce judgments obtained against us or these persons in
foreign courts predicated solcly upon the civil liability provisions of non-Spanish securities laws.

In addition, we have been advised by Uria Menéndez and CMS Albifiana & Sudrez de Lezo, our Spanish
counsel, that there is doubt that a lawsuit based upon U.S. federal or state securities laws could be brought in an
original action in Spain and that a foreign judgment based upon U.S. securities laws would be enforced in Spain.
Therefore, a final judgment for the pauyment of money rendered by any federal or state court in the United States
based on civil Hability, whether or not based on United States federal or stale securities laws, would not be -
automatically enforceable in Spain.




PRESENTATION OF FINANCIAL AND OTHER INFORMATION

Financial Information

We have included the following financial statements and financial information in this offering
memorandum:

the unaudited consolidated condensed financial statements of Iberdrola Renovables as of and for the
nine months ended September 30, 2007 and the unaudited consolidated condensed financial
information for Iberdrola Renovables as of and for the nine months ended September 30, 2006
(incladed for comparative purposes only), each prepared in accordance with Internaticnal Financial
Reporting Standards (“IFRS");

the audited consolidated financial statements of Iberdrola Renovables as of and for the year ended
December 31, 2005 and as of and for the year ended December 31, 2006, each prepared in accordance
with IFRS; and the unaudited consclidated financial information for Iberdrola Renovables as of and for
the year ended December 31, 2004 (included for comparative purposes only and prepared by applying
the IFRS adopted by the European Union in effect at December 31, 2005);

the audited consolidated financia! statements of ScottishPower Holdings, Inc. ("SPHI") as of and for
the years ended March 31, 2006 and 2007, and the audited consolidated financial statements of
Pacificorp Holdings. Inc. (“"PHI”) as of and for the years ended March 31, 2005 and 2004, each
prepared in accordance with gencrally accepted accounting principles of the United States (*U.S.
GAAP™);

the financial statements of (i) Beaufort Energy Limited (“Beaufort™). (ii} Callagheen Wind Farm
Limited (“Callagheen™), (iii) Carland Cross Limited (“Carland Cross™), (iv) CeltPower Limited
(*CeltPower™), (v) Coal Clough Limited (“Coal Clough”), (vi) Coldham Windfarm Limited
(“Coldham™), (vii) CRE Energy Limited (“CRE™), (viii) Morecambe Wind Limited (*“Morecambe™}
(which is currently a dormant company and which does not have audited financial statemenis)
(ix) Wind Resources Limited (“Wind Resources™) and (x) Wolf Bog Wind Farm Limited (“Wolf
Bog™), (collectively, the “10 U.K. Wind Companies” which comprise the “SP UK Assets”), each
prepared in accordance with generally accepted accounting principles of the United Kingdom (“U.K.
GAAP”) us follows:

. audited financial statements of (i} Beaufort, (i) Callagheen, (iii) Carland Cross, (iv) Coal Clough,
(v} Coldham, (vi) CRE and (vii} Wind Resources as of and for the year ended March 31, 2007;

. audited financial statements of (i) Beaufort, (ii) Carland Cross, (iii) Coal Clough, (iv) Coldham,
(v) CRE and (vi) Wind Resources as of and for the vear ended March 31, 2006;

*  audited financial statements of (i) Beaufort, (i) Carland Cross, (iii) Coal Clough, (iv) CRE and
(v) Wind Resources as of and for the year ended March 31, 2005;

= audited financial statements of Wolf Bog as of and for the five months ended March 31, 2007 and
as of and for the year ended October 31, 2006,

+  audited financial statements of Callagheen as of and for the five months ended March 31, 2006
and as of and for the eighteen months ended October 31, 2005:

= audited financial statements of CeltPower as of and for the years ended December 31, 2006, 2005
and 2004;

+  unaudited financial statements of Wolf Bog as of and for the period from January 7, 2005 to
October 31, 2005;

» audited financial statements of Coldham as of and for the period from August 2, 2004 to
March 31, 2005;

»  exemplion under section 249B(2) of the Companies Act 1985 for companies with no business
activity for Morecambe; and

« an unaudited arithmetic aggregation of the financial statements of the 10 U.K. Wind Companies
that comprise the SP UK Assets.



The consolidated annual accounts of Tberdrola Renovables are referred to herein as consolidated financial
statements. The audited consolidated financial statements of Iberdrola Renovables as of and for the year ended
December 31, 2005, and as of and for the year ended December 31, 2006 and the unaudited condensed consolidated
financial statements of Jberdrola Renovables as of and for the nine months ended September 30, 2006 and the nine
months ended September 30, 2007 were each prepared in accordance with IFRS. We adopted IFRS as our primary
accounting principles from January 1, 2003, and our first consolidated financial stitements under IFRS are those as
of and for the year ended December 31, 2005. The audited consolidated financial statements as of and for the year
ended December 31, 2005 include unaudited comparative information as of and for the year ended December 31,
2004 prepared by applying IFRS in effect at December 31, 2005. For more information regarding our transition to
IFRS, see “Note 3. Transition to International Financial Reporting Standards, TFRS” in the notes to the audited
consolidated financial statements as of and for the year ended December 31, 2005 included in this offering
memorandum. For the year ended December 31, 2006 Iberdrola Renovables prepared its cash flow statements
following the new presentation format used by its parent company, Iberdrola, §.A. The line items for the 2004 and
2005 cash flow statements of Iberdrola Renovables presented in the audited consolidated financial statements as of
and for the year ended December 31, 2005 have not been restated to reflect the changes to the format and cash flow
statement line items in the audited consolidated financial statements as of and for the year ended December 31,
2006, and therefore are not presented in the Summary Historical Consolidated Financial and Other Data or the
Selected Consolidated Historical Financial and Other Dara in this offering memorandum, as the line items are not
consistent. We have included a reconciliation of the line items between the new presentation format for the cash
flow statements for the year ended December 31, 2006 and the old presentation format for cash flow statements of
Tberdrola Renovables for the year ended December 31, 2005, and we have also included the cash flow staternents
presented in the consolidated financial statements for the year ended December 31, 2005 in the old presentation
format, including cash flow information for the year ended December 31, 2004 for comparative purposes only. See
“Management’s Discussion and Analysis of Finuncial Condition and Results of Operations—Liquidity and Capital
Resources.” Iberdrola Renovables’ audited consolidated financial statements are prepared in curo. Iberdrola
Renovables' financial statements as of and for the year ended December 31, 2005, and as of and for the year ended
December 31, 2006 have been audited by Emst & Young, S.L.

The audited consolidated financial statements of SPHI as of and for the years ended March 31, 2006 and
2007 and the audited consolidated financial statements of PHI as of and for the years ended March 31, 2004 and
2005 were each prepared in accordance with U.S. GAAP and in U.S. dollars. SPHI's consolidated financial
statements as of and for the year ended March 31, 2007 have been audited by Deloitte & Touche LLP, PHI's and
SPHY’s consclidated financial statements as of and for the years ended March 31, 2005 and 2006, respectively,
have been audited by PricewaterhouseCoopers LLP,

The financial statements for each of the 10 U.K. Wind Companies comprising the SP UK Assets as of and
for the ycars ended March 31, 2005, 2006 and 2007 (subject to certain exceptions as noted above) were each
prepared in accordance with U.K. GAAP and in British pounds sterling, Financial statements for CeltPower as of
and for the years ended December 31, 2004, 2005 and 2006 were audited by KPMG LLP. Financial statements of
each of Carland Cross, Coal Clough and Wind Resources as of and for the years ended March 31, 2005, 2006 and
2007 were audited by PKF (UK) LLP. Financial statements for each of Beaufort, Callagheen, Coldham, CRE,
Morecambe and Wolf Bog as of and for the years ended March 31, 2005 and 2006 have been audited by
PricewaterhouseCoopers  LLP. Financial statements for each of Beaufori, Callagheen, Coldham, CRE,
Morecambe and Wolf Bog as of and for the year ended March 31, 2007 (subject to certain exceptions as noted
above) have been audited by Deloitte & Touche LLP,

The SP UK Assets were not operated as a stand alone business during the period under review and no
consolidated financial statements are available for the 8P UK Asscts. The section entitled “SP UK Assets
Discussion and Analysis of Financial Information™ in this offering memorandum is based upon an unaudited
arithmetic aggregation of the financial statements of the 10 U.K. Wind Companies comprising the SP UK Assets.
See “Index to Financial Statements—Description of preparation of Unaudited Aggregation of Financial Data of
the 10 U.K. Wind Companies comprising the SP UK Assets” for a description of the method of aggregation used
to prepare the SP UK Assets’ aggregated financial data. The unandited arithmetic aggregation of financial data of
the 10 U.K. Wind Companies does not represent a proper consolidation under U.K. GAAP, The SP UK Assets’
aggregated financial data and the stand alone audited (subject to centain exceptions as noted above) financial
statements of the 10 UK. Wind Companies and the unaudited consolidation of the SP UK Assets financial
information used to prepare the pro forma financial information do not include certain central costs, specifically:
(i} pipeline development costs and (ii) certain support services provided by affiliates and parent companics,
including finance, human resources, legal,.information technologies, office accommodation, system support and
other administrative expenses. We do not consider these central costs to be significant in relation to our total

v



pro forma operating results. Therefore, the line item “net operating expenses” in the aggregation and the
consolidation presented does not include all expenses assoctated with the SP UK Assets for the periods presented
and may not be indicative of future performance or results of operations. In addition, the unaudited aggregation
of financial data of the SP UK Assets differs in certain respects from the consolidated financial information with
respect to the SP UK Assets used to prepare the pro forma financial information for the Iberdrola Renovables
Group for the year ended December 31, 2006 and as of and for the nine months ended September 30, 2007. See
“Acquisition and Unaudited Pro Forma Financial Information.”

Unaudited Pro Forma Financial Information

The unaudited pro forma financial information as of and for the year ended December 31, 2006 and as of
and for the nine months ended September 30, 2007 included elsewhere in this offering memorandum has been
prepared for illustrative purposes only and presents the pro forma consolidation of the balance sheets and income
statements derived from the respective audited balance sheets and income statement data of Iberdrola
Renovables, SPHI and the 10 U.K. Wind Companies as if the acquisition of the ScottishPower Assets (the
*Acquisition™) had been completed on Janvary 1, 2006 and January 1, 2007, respectively. The unaudited pro
forma financial information does not purport o represent what our results of operations or financial condition
actually would have been if the Acquisition and the capital increase in connection therewith in favor of Iberdrola,
S.A. in exchange for the assets consisting of certain subsidiaries of Scottish Power Limited (“Scottish Power
Ltd.”} (formerly ScottishPower plc) (the “Acquisition Capital Increase™) had occurred as of January 1, 2006 or
January 1, 2007, respectively, nor does it purpon to project our results of operations for any future period or our
financial condition at any future date, and does not reflect any adjustment to liabilities for restructuring nor the
impact of any potential synergies deriving from the Acquisition. See “Acquisition and Unaudited Pro Forma
Financial Information.” The unaudited pro forma financial information also does not include any additional
central costs that might arise as a result of the Acquisition with respect to the SP UK Assets as explained above
(see “Presentation of Financial and Other Information™), nor does it include any adjustment related to the costs of
the non-cash contribution paid in respect of the Acquisition. Because the financial information of ScottishPower
Assets has not been calendarized in the pro forma financial information below, and because the pro forma
financial information as of and for the year ended December 31, 2006 provided below does not cover identical
twelve month periods for Iberdrola Renovables and the ScottishPower Assets, the pro forma financial
information as of and for the year ended December 31, 2006 may not be indicative of combinred future results for
our business due to differences in market, weather and other factors between the different twelve month periods.
See “Acquisition and Unaudited Pro Forma Financial Information” for a further description of the financial
statements and adjustments used 10 compile the pro forma frnancial information.

Non-GAAP Financial Measures

We define EBITDA as earnings before interest, income taxes, depreciation and amortization. We use
EBITDA and the related ratios presented in this offering memorandum as supplemental measures of our
performance and liquidity that are not required by, or presented in accordance with, IFRS, U.S. GAAP or UK.
GAAP. EBITDA is included because it is frequently used by certain investors, securities analysts and other
interested parties in evaluating similar companies. However, because all companies do not calculate EBITDA
identically, our presentation of EBITDA may not be comparable to similarly titled measure of other companies.
EBITDA is not an itetn recognized under IFRS, U.S. GAAP or U.K. GAAP and should not be considered as an
alternative to profit from operations, operating income or any other indicator of a company’s operating
performance required by IFRS, U.S. GAAP or U.K. GAAP. EBITDA should not in any way be compared to the
operating income, net income or cash flow resulting from our activities nor should it be used as an indicator of
our past or future profitability or liquidity. '

We define “gross margin™ as revenues less cost of sales, or specifically, earnings less energy costs or
procurements. For both Iberdrola Renovables and the SP UK Assets, gross margin is the same as revenues as
there are no encrgy costs or procurements associated with wind electricity generation in those jurisdictions. Gross
margin is not an item recognized under IFRS, U.S. GAAP or UK. GAAP and should not be considered as an
alternative to profit from operations, operating income or any other indicator of a company’s operating
performance required by TFRS, U.5. GAAP or UK. GAAP. Gross margin should not in any way be compared to
the operating income, net income or cash flow resulting from our activities nor should it be used as an indicator
of our past or future profitability or ligquidity. We calculate EBITDA margins by dividing EBITDA by gross

“margin. An EBITDA margin calculated by dividing EBITDA by revenues would differ significantly.
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We define adjusted working capital with respect to Tberdrola Renovables as adjusted working capital from
operating activities, which excludes our intercompany debt from Iberdrola, S.A., our parent company and sole
shareholder prior to the Offering, cash and cash equivalents, provisions and financial debt. See “Management’s
Discussion and Analysis of Financial Condition and Results of Operations.” We define adjusted working capital
with respect to SPHI as net working capital adjusted to exclude indebtedness to and from Scottish Power Lid.,
cash and cash equivalents and provisions. Sec “SPHI Discussion and Analysis of Financial Condition and Results
of Operations.” Adjusted working capital is not an item recognized under IFRS, U.5. GAAP or UK. GAAP and
should not be considered as an alternative to profit from operations, operating income or any other indicator of a
company’s operating performance required by IFRS, U.S. GAAP or UK., GAAP. Adjusted working capital
should not in any way be compared to the operating income, net income or cash flow resulting from our business
activities nor should it be used as an indicator of our past or future profitability or liquidity.

Certain other non-GAAP financial measures, such as adjusted EBITDA, adjusted EBITDA (accrual
eamnings), adjusted gross margin, adjusted gross margin (accrual eamings), are used as defined in this offering
memorandum. Such non-GAAP financial measures are not recognized under IFRS, U.S. GAAP or UK, GAAP
and should not be considered as an alternative to profit from operations, operating income or any other indicator
of a company’s operating performance required by IFRS, U.S. GAAP or UK. GAAP. Such non-GAAP financial
measures should not in any way be compared 10 the operating income, net income or cash flow resulting from
our business activities nor should it be used as an indicator of our past or future profitability or liquidity.

Other Information

As used herein:

LTI LINYS LLER

*  “Iberdrola Renovables Group,” “Iberdrola Renovables,” “Company,” *'we,” “us,” and “our” refer to
Iberdrola Renovables, S.A. Unipersonal, a Spanish company, together with its subsidiaries, unless the
context otherwise requires. ;

¢ “Principal Sharcholder” refers to Iberdrola, S.A,

+  “ScottishPower Assets” refers to the following assets and companies formerly owned by Tberdrola,
S.A. following its acquisition of ScottishPower plc and acquired by us prior to the Offering:
ScottishPower Renewible Energy Holdings Limited and its subsidiaries; (i} ScottishPower Holdings,
Inc. and its subsidiaries (“SPHI") and Iberdrola Renewable Energy Canada, Ltd. and its subsidiary,
True North Wind in Canada, (“the SP US Assets™} and (ii) ScottishPower Renewable Energy Limited
and its subsidiaries.

*  “PPM Energy” refers to PPM Energy, Inc. and its subsidiaries, which is a wholly owned subsidiary of
SPHI.

+  “Enstor” refers collectively to Enstor Operating Company, LLC, a wholly owned subsidiary of PPM
Energy, and the owned gas storage busincsses operated by it and its affiliates.

«  “SP UK Assets” collectively refers to the following companies: (i) Callagheen Wind Farm Limited,
(ii) Beaufort Energy Limited, (iii) CeltPower Limited, {(iv) Cartand Cross Limited, (v) Coldham
Windfarm Limited, (vi) CRE Energy Limited, (vii) Coal Clough Limited, (viii} Wolf Bog Wind Farm
Limited, (ix) Wind Resources Limited, and (x} Morecambe Wind Limited. ((i)—(x) are collectively
referred to as the “10 UK. Wind Companies” which, following the restructuring, are held by
ScottishPower Renewable Energy Limited and its parent company, ScottishPower Renewable Energy
Holding Limited.}

+ In this offering memorandum: (i) “€" and “curo™ refer to the single currency of the participating
member states in the Third Stage of European Economic and Monetary Union of the Treaty
Establishing the European Community, as amended from time to time, (i) “$,” “U.S. dollars,” and
“USD" refer to the lawful currency of the United States and (iii) “£” or “pounds” or “British pounds
sterling” or “sterling” refers to the lawful currency of the United Kingdom.

+  Installed capacity represents consolidated installed capacity, which, except as otherwise provided, is
calculated by including 100% of the installed capacity attributable to our subsidiaries we fully
consolidate into our consolidated financial statements and the portion of installed capucity attributable
to us for those subsidiaries over which we do not exercise control and in the same proportion in which
we consolidate them using the proportional consolidation method. Atthough historically, in the United
Suates, pursuant o U.S. GAAP, our joint ventures were accounted for under the equity method, the
installed capacity of our joint ventures in the United States is included in installed capacity in the same
proportion in which we participate in the respective joint ventures.
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*  Owned capacity represents our aggregate owned capacity, which is calculated by multiplying our
percentage ownership of each facility by the total installed capacity.

*  References to “actual” in respect of installed capacity means historical installed capacity of Iberdrola
Renovables, the SP US Assets (inctuding capacity of wind farms included in the Acolus institutional
investment structures, sce “"Business—Renewable Energy Businesses—United States™) or the SP UK
Assets, as the case may be, on a stand alone basis. References to “pro forma™ installed renewable
capacity mean installed capacity on a consolidated pro forma basis, including the consolidated
renewable installed capacity of each of Therdrola Renovables, the SP US Assets (including capacity of
wind farms included in the Acolus institutional investment structures), and the SP UK Assets, and
include 606 MW of installed wind capacity under power purchase agreements with FPL Energy, Inc.
(606 MW FPL PPAs™), but exclude the 537 MW of non-renewable thermal generation capacity.
Thermal generation capacity is not classified as renewable capacity.

+  Pipeline figures presented in this offering memorandum, except as otherwise noted, are presented on a pro
forma basts. The pipeline information presented in this offering memorandum is not weighted by the
probability ascribed 1o each category. The basis and underlying assumptions used in the classification of
our pipeline were internally developed and have not been audited or verified by any third party. Further,
the criteria used to classify our pipeline may differ by geographic segment. No generally accepted
pipeline classification methodology 1s used in the renewable power generation industry and we expect
that our pipeline classification methodology differs from those used by other companies in the industry.
As such, our pipeline description may not be comparable with those of other market participants.

»  Certain numerical figures presented in this offering memorandum have becn subject to rounding
adjustments. Accordingly, amounts shown as totals in tables or elsewhere may not be an arithmetic
aggregation of the numbers which precede them. In addition, certain percentages presented in the tables
in this offering memorandum reflect calculations based upon the underlying information prior to
rounding and, accordingly, may not conform exactly 1o the percentages that would be derived if the
relevant calculation were based upon the rounded numbers.

Certain technical terms in this offering memorandum are defined in the section entitled “Glossary of
Technical Terms.”

FORWARD-LOOKING STATEMENTS

This offering memorandum contains forward-looking statements that reflect our intentions, beliefs or
current expectations und projections about our future results of operations, financial condition, liquidity,
performance, prospects, anticipated growth, strategies, plans, trends and the markets in which we operate. The
words “believes,” “expects,” “intends,” “aims,” “objectives,” “plans, projecls,"' “anticipates,” “estimates,”
“contemplates,” “continues,” “may,” “should,” “could” and similar expressions commonly. identify those
forward-looking staternents. Forward-looking statements may be found in sections of this offering memorandum
entitled “Risk Factors,” “Management’s Discussion and Analysis of Financial Condition and Results of
Operations,” “SPHI Discussion and Analysis of Financial Condition and Results of Operations,” “SP UK Assets
Discussion and Analysis of Financial Information,” “Industry,” “Business,” and elsewhere in this offering
memorandum. Although we believe that the expectations reflected in forward-looking statements are reasonable,
we can give no assurance that these forward-looking statements will materialize or prove to be correct. These
forward-looking statcments involve known and unknown risks, uncertainties and other factors, which may cause
our actual results, performance, achievement, or our industry results to be materizlly different from those
expressed or implied by these forward-looking statements. These forward-looking statements are based on
numerous assumptions regarding our present and future business strategies and the environment in which we
expect to operate in the futore. Important faciors that could cause our actual results to differ from those in the
forward-looking statements include, among other factors:

"o LI LI

ELI

= weather conditions which may affect our production:

*  local state, national and international policies, decisions and regulations in support of renewable energy
projects;

* non-compliance with or modifications to regulations applicable to our business:
+  limited geographic availability, competition to obtain title to operating sites, timing of permits, grid

connection availability and other development constraints;
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*  uncertainties related to our pipeline capacity projections;

+  fluctuations in currency exchange and interest rates:

*  fluctuations in the sales price of electricity and variable spreads between current and future gas prices:
*  our ability to keep pace with technological changes;

v decreases in the effective life and increases in the costs of maintenance of our wind turbines and other
equipment;

*  unavailability of equipment such as turbines, blades and masts:

*  negative public response to renewable or non-renewable energy projects;

»  reductions in the spread between current and future gas prices and prices across geographic markets;
+  conflicts of interest with our parent company Iberdrola, S.A.;

*  risks associated with our derivatives strategy;

*  potential environmental liabilities and the costs of compliance with applicable environmental laws and
regulations;

*  our ability to successfully implement our planned expansion of operations and realize synergies, cost
savings and growth opportunities.

*  strains on our resources due to the rapid expansion of our business;

*  continued incurrence of costs, including potential tax liabilities, related to our acquisition of the
ScottishPower Assets:

+  afailure of our network or data gathering procedures or other technological failures:
*  ourinability to insure against all potential risks;

*+  reliance on credit and liquidity guarantees in certain jurisdictions;

= non-payment by customers and enforcement of certain contractual provisions:

*  the loss of certain of our senior management or key employees: and

*  potential losses associated with litigation.

Additional factors that could cause actual results, performance, achievement, or our industry results to differ
include, but are not limited to, those discussed under “Risk Factors.”

In light of these risks, uncertainties and assumptions, the forward-looking events described in this offering
memorandum may not occur. Additional risks that we may curmently deem immaterial or that are not presently
known to us could also cause the forward-looking events discussed in this offering memorandum not te occur.
Except as otherwise required by Spanish, U.S. federal and other applicable securities laws and regulations and by
applicable stock exchange regulations, we expressly disclaim any obligation or undertaking to release publicly
any updates or revisions to any forward-looking statements, whether as a result of new information, future
events, changed circumstances or any other reason after the date of this offering memorandum. Accordingly,
prospective investors are cautioned not to place undue reliance on these and other forward-looking statements,

AVAILABLE INFORMATION

For so long as any of our shares remain outstanding and are “restricted securities” within the meaning of
Rule 144(a)(3) under the Securities Act, if at any time we are neither subject to the reporting requirements of
Section 13 er 15(d) of the Securities Exchange Act of 1934, as amended (ithe “Exchange Act™), nor exempt from
such reporting requirements by complying with the information fumishing requirements of Rule 12g3-2(b)
thereunder, we will furnish, upon written request, 1o any holder or beneficial owner of ordinary shares, or any
prospective purchaser designated by such holder or beneficial owner, the information required to be delivered
pursuant to Rule 144A,




MARKET AND INDUSTRY DATA

Market data and certain industry forecast data used in this offering memorandum were obtained from
market research, publicly available information and industry publications and organizations, including among
others “US Wind Power Markets and Strategies, 2007-2015,” June 2007, “European Wind Power Markets and
Strategies, 2007-2015,” June 2007, "Global Wind Plant Ownership Trends and Review,” March 7, 2007 and
“Global Wind Energy Markets 2007-2015,” March 2, 2007, by Emerging Energy Research, LLC, “International
Wind Energy Development—World Market Update 2006, Forecast 2007-2011," March 2007 by BTM Consult
ApS, “World Energy Outlook 2007 by the International Energy Agency (World Energy Outlook © OECDAEA,
2007, Annex A, p. 593) and “Future Marine Energy,” January 2006 by the Carbon Trust. The Carbon Trust
provided this information as part of its activities to promote the development of low carbon technologies. The
Carbon Trust does not give investment advice and the information should not be regarded as such. Industry
publications generally state that the information they contain has been obtained from sources believed to be
reliable, but that the accuracy and completeness of such information is not guaranteed. Market research, while
believed to be refiable and accurately extracted by us for the purposes of this offering memorandum, has not been
independently verified. This offering memorandum also contains statements regarding our industry and our
relative competitive position in the indusiry that are not based on published statistical data or information
obtained from independent third parties, but are internal estimates based on our experience and our own
investigation of market conditions. We cannot assure you that any of these assumptions are accurate or correctly
reflect our position in the industry and none of our internal surveys or information has been independently
verified.

EXCHANGE RATE INFORMATION

The following 1able sets forth, for the periods indicated, information conceming the exchange rate for euro,
expressed in U.S. dollars per €1.00, as determined by the European Central Bank ("ECB™). The rates set forth
below are provided solely for your convenience and were not used by us in the preparation of our financial
statements included elsewhere in this offering memorandum. These exchange rates are based on the regular daily
concertation procedure between central banks within and outside the European System of Central Banks, which
normally takes place at 2:15 p.m. ECB time. No representation is made that the euro could have been, or could
be, converted into U.S. dollars at that rate or at any other rate.

Noon Buying Rate
Period End  Average® tigh Low
(U.S. dollars per €1.04)

Year

200 1.0487 09456 1.0487 0.8578
2003 1.2630 1.1312  1.2630 1.0377
200 1.3621 1.2439  1.3633 1.1802
200 1.1797 1.2441  1,3507 1.1667
200 L e 1.3170 1.2556 1.333F 1.1826
2007 (through December 10, 2007) ................... o i 1.4718 1.3662 14874 1.2893
Month:

January 2007 L. 1.2954 1.2998 1.3270 1.2893
February 2007 oo 1.3211 1.3074 1.3230 1.2925
March 2007 . 1.3318 1.3242  1.,3352 1.3083
April 2007 . e 1.3605 1.3516  1.3649 13352
May 2007 . 1.3453 13511 1.3615 13420
June 200 . 1.3505 1.3419  1.3532 1.3287
July 2007 1.3707 1.3716  1.3833 1.3588
ABEOSE 2007 e 1.3705 13622 1.3318 13405
September 2007 ... o 1.4179 1.3896 1.4180 1.3580
October 2007 . ... e 1.4447 1.4227 14447 14037
November 2007 ..o 1.4761 1.4684 1.4874 14423
December 2007 (through December 10,2007) ................oovvivns. 1.4718 1.4675 14741 14554

(13 The average of the exchange rates for curo on the last day of each full month during the relevant year or each business day during the
relevant month.




The following table sets forth, for the periods indicated, information concerning the exchange rate for euro,
expressed in British pounds sterling per €1.00. as determined by the European Central Bank. The rates set forth
below are provided solely for your convenicnce and were not used by us in the preparation of our financial
statements included elsewhere in this offering memorandum. These exchange rates are based on the regular daily
concertation procedure between central banks within and outside the Europeun System of Central Banks, which
normally takes place at 2:15 p.m. ECB time. No representation is made that the euro couid have been, or could
be, converted into British pounds sterling at that rate or at any other rate.

Laust Trade Price
Period End  Average™ High Low
{British pounds sterling per €1.00)

Year

200 e 0.6505 0.6288 0.6505 0.6092
7 0.7048 0.6920 0.7235 0.6495
200 i 0.7051 0.6787 0.7088 0.6556
2005 e e 0.6853 0.6838 07073 0.6624
20000 0.6715 0.6817 0.7006 0.6680
2007 (through December 10,2007 .. ... i 0.7195 0.6824 07224 0.6549
Month:

January 2007 Lo e 0.6633 0.6634 0.6747 0.6549
February 2007 .. oo 0.6737 0.6680 0.6751 0.6578
March 2007 . e 0.6798 0.6802 0.6854 0.6737
APl 2007 0.6827 0.6793 0.6827 0.6761
May 2007 e 0.6801 0.6814 0.6849 0.6767
June 2007 e 0.6740 0.6756 0.6793 0.6740
July 2007 . 0.6740 0.6744 0.6783 0.6691
AUUSE 2007 L oo e 0.6780 0.6777 0.6811 0.6733
September 2007 .o 0.6968 0.6889 0.7005 0.6752
October 2007 ... e 0.6972 0.6961 0.7010 0.6913
November 2007 ..o e 0.7146 0.7090 0.7203 . 0.6924
December 2007 (through December 10,2007) ................... .. 0.7195 07177  0.7224 0.7107

(1) The average of the exchange rates for euro on the last day of exch full month during the relevant year or euch business day during the
relevant month.

xi



fTHIS PAGE INTENTIONALLY LEFT BLANK]




SUMMARY

This summary highlights important informaiion comained elsewhere in this offering memorandum. It does
not contain all the information you should consider before investing in the shares. You should read the entire
offering memorandum carefully, including a discussion of certain risks of investing in the shares under “Risk
Factors.” This summary is qualified in its entirety by, and should be read in conjunction with, the more detailed
information, including our consolidated financial statements, appearing elsewhere in this offering memorandum.

Overview

We are a leading renewable energy company engaged primarily in the design, development, construction
management and operation of generation plants that produce clectricity using renewable sources and the sale of
electricity produced by such plants. Our business currently includes onshore wind energy and mini-hydro energy,
and, 1o a lesser extent, solar photovoltaic energy. We arc also developing offshore wind energy and other
renewable technologies, including solar thermal encrgy, biomass and wave energy. As of and during the nine
months ended September 30, 2007, we had 7,342 MW of pro forma installed renewable capacity and produced
pro forma 9,736 GWh of electricity using renewable sources worldwide. In addition to the generation of
electricity from renewable sources, we also operate in the natural gas storage, energy management and thermal
generation businesses. Currently, our activities are primarily focused in Spain, the United States and the United
Kingdom, and we have a presence in 16 other countries, including Greece, Poland and France, through our
operating assels, pipeline projects, and/or local offices.

The table below sets forth the contribution by each of our business segments (and, in the case of wind, the
geographies in which we operate), to our gross margin, percent of gross margin, EBITDA and percent of
EBITDA on a pro forma basis for the nine months ended September 30, 2007 and for the year ended
December 31, 2006.

Pro forma for the nine munths ended Pro forma for the year ended
September 30, 20070 December 31, 20063
Gross Gross
margin® % of Gross EBITDA 50 af margint? % of Gross EBITDA % of
Business segments (unandiled) margin (unaudited) EBRITDA (unaudited) margin {unaudited) EBITDA
(€in millions, except percentages)

Wind ... 651.2 81.3% 5220 92.5% 8813 T18.7% 733.8 87.1%
Spain™ ...l 410.3 51.2% 343.0 60.8% 601.2 53.7% 5175 61.4%
United States . .....ovv0 e 117.7 14.7% 81.0 14.4% 134.9 12.1% 575 i1.6%
United Kingdom®? . ..... 66.8 B.3% 512 9.1% 920 R.2% 75.3 8.9%
Rest of the World® ., ., .. 56.4 T.0% 47.0 8.3% 53.2 4.8% 43.5 5.2%

Mini-hydro . ..... ... ... 25.0 11% 17.7 3% 41.2 3.7% 333 3.9%

Totul Renewables ........ 676.3 B4.5% 539.8 95.7% 9225 82.4% 767.1 91.0%

Gasth ... 28.8 1.6% 13.7 24% 514 4.6% 33.2 3.9%

Thermal ................. 5.0 6.5% 40.8 7.2% 6.6 5.6% 50.0 59%

Energy management .. ..... 436 5.4% 10.3 1.8% 78.8 7.0% 364 43%

Othert® .. ............... 0.1 0.0% (40.3) {7.1)% 4.0 0.4% (43.9) (5.2)%

Total ... ...l 8007 100.0% 564.3 100.0% 1,119.3 100.0% 842.8 100.0%

{1} Unaudited pro forma financial information derived {from the income statement data of Iberdrola Renovables, SPHI and the 10 UK. Wind
Companies as if the Acquisition had been completed on January 1, 2007.

{2} Unavudited pro forma financial information derived from the income statement data of Iberdrola Renovables, SPHI and the 10 UK. Wind
Companies as if the Acquisition had been completed on January 1, 2006,

{3) Gross margin is revenue less energy costs or procurements. See “Presentation of Financial and Other Information—Non-GAAP
Financial Measures,™

(4) Wind gross margin in Spain, the United Kingdom and the Rest of the World is the same as revenue, as there are no energy costs in these
Jjurisdictions.

{5) Enstor business segment.

(6) “Other” includes other technologies, overhead costs. and other operating income.

On October 3, 2007, we acquired from our parent Iberdrola, S.A. (the “*Acquisition”) the ScottishPower
Assets (as defined below), which consist of significunt renewable energy generation and other assets, located
primarily in the United States and the United Kingdom. The Acquisition increased our installed wind capacity by
1,992 MW in the United States and by 372 MW in the United Kingdom as of September 30, 2007. Additionally,
as part of the Acquisition, we began operating thermal generation, gas storage and energy management
businesses in the United States. See “Acquisition and Unaudited Pro Forma Financial Information.”




Renewable businesses

Our principal business is the generation of electricity frem renewable energy sources. We believe the
favorable renewable energy market conditions in the countries in which we operate have been and will continue
to be supported by concern about security of energy supply, concern about environmental sustainability and the
increasing economic efficiency of renewable technologies. Among other factors, we benefit from current national
and international policies which support the development of renewable energy by granting various incentives to
renewable energy producers. As of September 30, 2007, we had 7,342 MW of pro forma installed renewable
capacity.

Within the renewable business, we specialize in the generation of electricity from wind energy, which
represented 95.3% of our pro forma installed renewable capacity, with 7,000 MW of installed wind capacity as of
September 30, 2007 and which accounted for 81.3% and 78.7% of our pro forma gross margin and 92.5% and
87.1% of pro forma EBITDA for the nine months ended September 30, 2007 and for the year ended
December 31, 2006, respectively.

In addition to wind encrgy, in the renewable energy sector, we are also present in mini-hydro energy with
342 MW or 4.7% of our pro forma installed renewable capacity as of September 30, 2007, Mini-hydro accounted
for 3.1% and 3.7% of our pro forma gross margin and 3.1% and 3.9% of pro forma EBITDA on a pro forma
basis for the nine months ended September 30, 2007 and for the year ended December 31, 2006, respectively.
Our mini-hydro power plants are located in Spain. We also have 0.3 MW of installed solar photovoltaic capacity
and are developing and intend to operate solar thermal, biomass, wave energy and other renewable energy
generation technologies. See “Business—Other Renewable Technologies,” '

The table below sets forth our pro forma installed renewable capacity as of September 30, 2007 in each of
our renewable energy business segments and, in the case of wind, the geographies in which we operate.

Pro forma as of

September 30, 2007
Installed renewable % of total
capacity installed renewable

Business segments (in MW} capacity
N L e 7,000 95.3%
PN . 4,035 55.0%
United States ... e e 2,046 27.9%
United Kingdom ... e 372 5.1%
Restofthe World ...... ... e, 547 7.5%
Mini-hydro ..o o 342 47%
Other renewable technologies™ ... .. ... .. 0.3 0.0%
Total renewables ..., ..........ccoo il e 7,342 100.0%

|

(1) lncludes 0.3 MW of solar photovoltaic energy in Spain and Greece.

Owr development plan (the “Development Plan”) targets installing approximately 2,000 MW of repewable
capacity per year in order to reach 13,600 MW of installed renewable capacity by 2010. There can be no
assurance that we will reach our targets and in the anticipated timeframe. See “Forward-Looking Statements,”
We have based our Development Plan on the visibility provided by our pipeline and pipeline categorization
methodology.

As of September 30, 2007, we had a 41,266 MW pipeline portfolio of renewable energy projects in various
phases of development in several geographical markets. We use rigorous objective criteria based on our
development experience 1o catcgorize our pipeline projects into three categories depending on the phase of
development and the percentage probability of being placed successfully into completion per category:
(i) “highly confident” (upproximately 95% probability), (i) "likely” (approximately 40-50% probuability) and
(iii) “probable” (approximately 20% probability). For a more detailed description of the pipeline categories, see
“Business—Renewable Energy Businesses—Pipeline” and “Risk Factors—The basis and underlying
assumptions used in the classification of our pipeline were internally developed and have not been audited or
verified by any third party.”




The table below sets forth our project pipeline according to business segment and phase of development as
of September 30, 2007:

% of

Total Highly Highly %o of %o of
Pipeline by husiness segment Pipeline % Tota) confident confident  Likely Likely Probable  Probable
(in MW, except percentages)

Wind® ... 40,338 97.8% 2,830 98.2% 11,938 97.1% 25570 98.0%
Mini-hydro ................... 285 0.7% —_ — 127 1.0% 158 0.6%
Other renewable

technologies ............... 643 1.6% 52 1.8% 233 1.9% 358 1.4%
Total renewables ............ 41,266 100.0% 2,882 100.0% 12298 100.0% 26,086 100.0%

{1} Includes both onshore and offshore wind pipeline.

Within the highly confident category, 1,375 MW are under construction, of which 1,323 MW are in wind
projects, 50 MW represents our first solar thermal plant and 2 MW represents our first biomass plant.

Non-renewable businesses

In addition to the renewable energy businesses, our subsidiaries in the United States also (i) offer gas
storage services through owned gas storage facilities, (i) own and operate thermal generation facilities and
(iii) operate an energy management business.

We operate our naturil gas storage business, which includes the development, operation and ownership of
gas storage facilities, through Enstor Operating Company, LLC and its affiliates (“Enster”™). Our gas storage
business accounted for 3.6% and 4.6% of our pro forma gross margin and 2.4% and 3.9% of our pro forma
EBITDA for the nine months ended September 30, 2007 and for the year ended December 31, 20086, respectively.
As of September 30, 2007, we had (.76 billion cubic meters (“bem™) of working gas storage capacity.

We operate our thermal generation business through PPM Energy, Inc. ("PPM Energy”). Our installed
thermal cnergy generation capacity, as of September 30, 2007, was 537 MW (including the 237 MW Thermal
PPA). Thermal energy generation accounted for 6.5% and 5.6% of our pro forma gross margin and 7.2% and
5.9% of our pro forma EBITDA for the nine months ended September 30, 2007 and the year ended December 31,
2006, respectively. On September 11, 2007, we agreed to purchase the 506 MW thermal cogeneration facility at
Klamath Falls, Oregon (the “Klamath Cogeneration Facility™). The transaction closed on November 30, 2007
upon receipt of the requisite regulatory consents and approvals, Under the asset purchase agreement, the 237
MW Thermal PPA and certain asset management agreements related to the Klamath Cogeneration Facility were
cancelled. See “Business—Non-Renewable Energy Businesses—Thermal™ and “SPHI Discussion and Analysis
of Financial Condition and Results of Operations—Recent Developments.”

We operate our energy management business in the United States, through which we purchase, transport,
manage, store and market natural gas and power in North America, through PPM Energy. Our energy
management business accounted for 5.4% and 7.0% of our pro forma gross margin and 1.8% and 4.3% of our pro
forma EBITDA for the nine months ended September 30, 2007 and the year ended December 31, 2006,
respectively.

Competitive Strengths

We believe that the following competitive strengths enable us to capitalize on the rapid growth of the
renewable energy market in Spain, the United States, the United Kingdom and in other countries.

A world-wide leader in renewable energy

We are a world-wide leader in the renewable encrgy industry, with 7,342 MW of pro forma installed
renewable capacity and a renewable energy project pipeline of 41,266 MW as of September 30, 2007. We are the
leader in wind energy with 7,000 MW of pro forma installed wind capacity as of September 30, 2007. Our
revenues are generated primarily from our renewable energy businesses.

We operate primarily in wind energy, which represents 95.3% of our total pro forma renewable installed
capacity as of September 30, 2007 and also have installed capacity in mini-hydro and solar photovoltaic energy.
Additionally, we are developing offshore wind energy and other renewable energy technologies including solar
thermal, biomass and wave energy. .




We have expanded our operations globally and continue to develop our pipeline of projects to maintain our
lcadership in the renewable energy industry.

Strong execution track record

We have a strong execution track record in:

Increasing our installed renewable capacity across our primary markets. We have increased our
installed renewable capacity across our primary markets mostly through greenfield projects and
acquired projects in initial phases of development and, to a lesser extent, by acquiring wind farms in
opetation or under construction. Our installed renewable capacity has increased from 1.414 MW in
2002 to 4,977 MW as of September 30, 2007 on an actual basis (growing at a compound annual growth
rate (“CAGR™) of 30.3%}). and to 7,342 MW as of September 30, 2007 on a pro forma basis as a result
of the Acquisition;,

Maintaining our competitive position. Due to the continuous expansion of our business since 2003, we
have maintained our competitive position in Spain with over 30% market share according to the
Spanish Wind Energy Association. Additianally, the businesses that we have integrated through the
Acquisition in both the United States and the United Kingdom have maintained competitive market
shares in the respective jurisdictions since 2003. See “Business—Renewable Energy Businesses—
United States und —United Kingdom™:

Growing a rigorously categorized and visible pipeline. Qur pipeline has increased from 6,846 MW as
of December 31, 2004 on an actual basis to 41,266 MW as of September 30, 2007 on a pro forma basis.
We consider the sourcing of our pipeline a core skill and have achicved competitive advantages that we
believe will allow for our pipeline to continue to grow, including our scale and geographic footprint,
our know-how and track record from our experienced project teams dedicated to sourcing new
opportunities and project management, the awareness of our global brand, the support from Iberdrola,
S.A. and our agreements with turbine suppliers across geographies. This experience allows us to take a
rigorous and systematic approach in defining and segmenting our pipeline;

Expanding internationally. All of our operations were initially located in Spain. We have expanded our
business internationally and as of September 30, 2007, we are present in 19 countries. We believe our
international asset base, in terms of pro forma installed renewable capacity (60% in Spain, 28% in the
United States, 5% in the United Kingdom and 7% in the Rest of the World) and our pipeline {16% in
Spain, 51% in the United States, 15% in the United Kingdom and 18% in the Rest of the World), both
as of September 30, 2007, provide us flexibility in allocating capital expenditures across jurisdictions,
depending on the respective regulatory and market environments, among other factors;

Delivering on rargets. We have exceeded our targets for 2006 as set forth in the Iberdrola, S.A.'s 2002-

2006 Strategic Plan (“2002 Strategic Plan™). The 2002 Strutegic Plan projected an increase of more
than 250% in our installed renewable capacity from our actual installed renewable capacity of
1.070 MW as of December 31, 2001 and targeted accumulated investments in the renewable energy
sector for the period from 2002-2006 of €2.4 billion. As of December 31, 2006, we had an actual
installed capacity of 4,434 MW, surpassing the 3,834 MW target, and had completed investments in the
renewable energy sector during the period 2002-2006 of €3.7 billion; and

Delivering profitable growth. For the year ended December 31, 2004, we had €329.5 million of gross
margin and €256.0 million in EBITDA on an actual basis. We have grown profitably in recent years,
and on an actual basis, from 2004 to 2006, our gress margin and EBITDA have grown at a compound
annual growth rate of 45.3% and 47.5%, respectively, and our EBITDA margins have remained stable,
which were on average 80% during the same period.

Early move into the renewable energy market

We believe we have positioned ourselves uniquely through our early move into the renewable energy
market. We believe our early move provides us with competitive advantages over our competitors, including
access o superior sites for our wind farms, a management team with extensive experience, the “Iberdrola™
name’s historical brand awareness as a player in the renewables sector, strong relationships with suppliers and
clients and our knowledge of regulatory schemes.




Focus on operating excellence

As of Septernber 30, 2007, we controlled almost all of our wind farms and mini-hydro plants. See
"Business—Renewable Energy Businesses.” We have implemented models for optimizing operation and
maintenance that focus on cfficiency, maximize the availability of resources, improve the integration of
renewable energy into the electricity networks and increase asset life. See “Business—Operational Model.” We
intend to apply our operational models to all our assets. As a result of having control over almost all of our assets
and through our experience in site-selection, licensing, project approval and construction activities and
implementing operation and maintenance models, we have achieved operating efficiencies that we believe have
contributed to our high EBITDA margins, which were on average 80% from 2004 to 2006 on an actual basis.

Diversified business across diverse geographies

We currently have a presence in 19 countries, which decreases our dependence on the regulatory policies of
any single jurisdiction and contributes to the stability of our cash flow, In addition, we are able to export
technical skills and industry expertise into new markets as we expand our business. We are primarily focused in
Spain, the United States and the United Kingdom, but we have a presence in 16 other countries, including
Greece, France and Poland, through our operating assets, pipeline projects and/or local offices.

Long-term agreements secured with wind turbine manufacturers

We have strong relationships with our key suppliers and have secured approximately two-thirds of our
future turbine supply needs until 2010 as set forth in our Development Plan by entering into supply agreements
as of September 30, 2007 at market terms with our key turbine suppliers, including Gamesa Edlica S.A.
("Gamesa Edlica™), Suzlon Energy (“Suzlon™), Mitsubishi Power Systems, Inc. (“Mitsubishi”), GE Wind Energy
(*GE Wind™) and Sicmens Wind Power (“Siemens"}, among others. We believe that in the future our market
leadership position will contribute to secure our supply needs and will allow us 1o access key manufacturers and
the latest technical femwures, including customized turbine models which will contribute to optimizing our
operational and maintenance efficiencies. See “Business—Renewable Energy Businesses—Wind.”

Support from Iberdrola, S.A., a world leader in energy

We benefit, and expect to continue to benefit, from the support and commitment from our parent company,
Iberdrola, S.A., for the growth of our business. Iberdrola, S.A. is one of the leading European uilities with over
100 years of experience in managing utility assets, and dealing with regulators and sector ugents, has a strong
financial position and has developed a well-recognized intcrnational brand, Through various agreements,
including a framework agreement between us and Iberdrola, S.A. dated November 5, 2007 (the “Framework
Agreement”), lberdrola, S.A. provides financing for our operations and additional services that allow us to
benefit from its experience. See “Related Party Transactions.”

FPositioned to deliver competitive and highly visible growth

We believe the strong growth and visibility of our pipeline is a result of our technical skills and industry
experience in developing new wind farm sites and our access 10 a wide range of market opportunities as a result
of our scale, geographic footprint and support from our parent company, Iberdrola, §.A., and the rigorous and
systematic approach we follow to build our pipeline. Qur Development Plan targets installing approximately
2,000 MW of renewuble capacity per year in order 10 reach 13,600 MW of renewable capacity by 2010, There
can be no assurance that we will reach our targets and in the anticipated timeframe.

Of our tota! project pipeline of 41,266 MW, as of September 30, 2007, we have 2,882 MW in the “highly
confident” development phase (approximately 95% probability of successful completion) (1,375 MW of which are
currently under construction}, 12,298 MW in the “likely” development phase (approximately 40-50% probability of
successful completion) and 26,086 MW in the “probable™ development phase (approximately 20% probability of
successful completion). For a description of the development phases, see “Business—Renewable Energy
Businesses—Pipeline.” Our project pipeline is also diversified across several jurisdictions, with 6,621 MW (or
16.0%) of the project pipeline located in Spain, 21,222 MW (or 51.4%) of the project pipeline located in the United
States, 6,083 MW (or 14.7%) of the project pipeline located in the United Kingdom and 7,340 MW (or 17.8%) of
the project pipeline located in other jurisdictions with significant potential in renewable energy. Of the 41,266 MW
total pipeline, 40,338 MW comespond to wind projects (97.8% of total). We believe our focus on our three core
markets, Spain, the United States and the United Kingdom, which tied for 2nd, ranked 1st and tied for 2nd,
respectively, on the “Emst & Young Renewable Energy Country Attractiveness Index” for the second quarter of
2007 (the “E&Y Index™) will facilitate our future growth.




Stable and secured revenue base

We operate in countries whose existing regulatory regimes contribute to revenue stability and foreseeable
revenue streams for our power plams, The Spanish regulatory regime offers the option of a fixed remuneration
for electricity from renewable energy sources under the tariff regime or a market plus premium pricing regime.
Additionally, in Spain, energy produced from renewable sources has priority grid access, and under the
regulatory scheme and market rules, the sale of such energy is guaranteed. The United Kingdom and the United
States also offer different forms of predictable benefits and incentive schemes that limit the exposure of
renewable electricity prices to market prices for electricity, such as Renewable Obligation Centificates (“ROCs™),
the federal ten-year renewable energy production tax credit ("PTCs”) or the Modified Accelerated Cost Recovery
System ("MACRS"). Sce "Regulatory” and “Risk Factors—OQur profitability in each of the regional markets in
which we operate is dependent on policies and regulatory frameworks that support renewable energy
development.” The sale of most of the electricity produced by our existing wind farms in the United States and in
the United Kingdom is contracted through long-term power purchase agreements ("PPAs™), which secure the sale
of energy and environmental attributes and, in pasticular, in the United States result in a remuneration regime that
has limited exposure to market prices for electricity, which further contributes to the foreseeability and stability
of our revenue.

Experienced and committed management team

We have an experienced and committed senior management team comprised of market leaders in Spain, the
United States and the United Kingdom, with over 240 years of combined experience in the energy industry. Our
senior management team is supported by centralized group functions and highly qualified local managers who we
believe possess the capabilities required to compete effectively in a competitive market and to successfully
execute our strategy.

Strategy

We are a global leader in renewable power generation and we aim to maintain and enhance this position in
terms of size and profitability. We intend to focus on wind energy in the short-term but will also continue
positioning ourselves to benefit from the growth of other renewable technologies over the longer term. Pursuant
10 our Development Plan, we aim to install approximately 2,000 MW of renewable capacity per year in order to
reach 13.600 MW of renewable capacity by 2010, and believe our current pipeline of 41,266 MW on a pro forma
basis as of September 30, 2007, in accordunce with our pipeline categories, provides visibility to allow us to
reach our targets, There can be no assurance that we will reach our targets and in the anticipated timeframe. See
“Forward-Looking Statements.” See “Busincss—Renewable Energy Businesses—Pipeline.” To achieve our
aims, we plan to implement the following strategies:

Continue profitable growth by capturing existing opportunities

We intend to maximize the growth of our business while maintaining its profitability by focusing on the
markets and technologies in which we currently operate. Our corc markets, Spain, the United States and the United
Kingdom, benefit from some of the most stable, predictable and supportive regulatory regimes in the world and the
highest growth prospects in terms of capacity, allowing us to expand our operations while achieving attractive
returns on our investments, Our business is primarily comprised of wind capacity and we anticipate that continued
development of our wind farm portfolio will be our primary source of growth in coming years.

We intend to expand our business primarily through organic growth through the development of our
pipeline, complemented by selective and strategic acquisitions (both geographically and technologically).

We also monitor the market in order to be able to guickly adapt our strategy as market conditions (both
geographically and technologically) change.

Optimize profitability and efficiency of projects and asset life

We aim to continue 1o optimize profitability by seeking operating and maintenance efficiencies for all of our
renewable technologies. We intend to maintain and optimize our efficiency levels by maximizing availability of
installed capacity, maintaining our facilities™ technical performance over their useful lives and improving the
integration of wind energy into electricity networks.

Positioning for long-term growth

We seek to capture long-term growth by: (i) positioning ourselves in new markets, (ii) investing in other
renewable technologies und (111} continuously focusing on innovation,




We intend to competitively position ourselves in new markets by appeinting local management teams to
thoroughly understand market characteristics and strive to create favorable conditions for renewable energy
development.

We intend to continue investing in other renewable 1echnologies by monitoring and testing other potentially
viable renewable energy technologies and focusing on technologies most likely to achieve cost efficiencies and
become economically competitive.

We seek to continuously focus on innovation in order to optimize the performance of our current renewable
energy power plants and contribute to electricity network stability.




Ofiering Price

Over-allotment Option

THE OFFERING

768,011,800 ordinary shares, following a capital increase. The
Offering consists of:

(i) Retail and Employee Offering. (2) A public offering of
153,602,360 shares (20% of the Offering) to retail investors in
Spain and Andorra and to certain shareholders of Iberdrola, S.A.
in Spain and holders of Crest Depositary Interests (“CDI
Hotders™) of Iberdrola, S.A. in the United Kingdom, and (b) an
offering to certain of our employees and the employees of our
subsidiaries in Spain and elsewhere (including qualifying
employees in the United States pursuant to exemptions from the
registration requirements of the Securities Act), (the “Retail and
Employee Offering™);

(1) Spanish Institutional Qffering. A Spanish institutional offering
of 115,201,770 shares (15% of the Offering) to qualified
investors in Spain (the “Spanish Institutional Offering™), each of
(i) and (ii) by way of a separate Spanish prospectus (folleto
informative); and

(iii) Imternational Institwtional  Offering. Private placements of
499,207,670 shares (65% of the Offering)} to institutional
investors in  vartous jurisdictions outside Spain (the
“International Institutional Offering, together with the Spanish
Institutional Offering, the “Institutional Offering”), including a
private placement in the United States to qualified institutional
buyers as defined in, and in reliance on, Rule 144A under the
Securities Act.

All offers and sales outside the United States will be made in
compliance with Regulation S under the Securities Act.

In addition, Iberdrola Generacién, S.A. Unipersonal, (“Iberdrola
Generacioén™), a wholly owned subsidiary of Iberdrola, S.A., will
acquire 76,801,180 shares from Iberdrola Renovables outside the
Offering at the Offering Price in connection with the Over-allotment
Option described below.

€5.30 per share.

Iberdrola Generacién has granted the Managers an option (the “Over-
allotment Option™) to purchase at the Offering Price up to 76,801,180
shares (or 10.0% of the total number of shares initially offered in the
Offering) (the “Option Shares”). The Over-allotment Option is
exercisable within 30 calendar days from the date on which our shares
are listed on the Spanish stock exchanges and quoted on the
Automated Quotation System of Spanish stock exchanges. To the
extent that the Over-allotment Option is not exercised in full or at all,
Iberdrola Generacién will be required to dispose of the remaining
Option Shares during the ycar following the listing of our shares on
the Spanish stock exchanges, subject to the provisions of the lock-up
agreement described below.

The Joint Global Coordinators, with our consent, and we, after non-
binding consultation with the Joint Global Coordinators, may
reallocate  shares among the Retail and Employee Offering,
International Institutional Offering and the Spanish Institutional
Offering prior to the closing date of the Offering, subject to certain
limitations.




Principal Shareholder ..

Lock-up Agreements . .,

Dividends ..............

Voting Rights ..........

Use of Proceeds ........

Listing and Trading ...,

Payment and Scttlcment

Upon the closing of the Offering, Iberdrola, S.A. will own, directly or
indirectly (including through Iberdrola Generacién), an aggregate of
81.8% of our share capital if the Over-allotment Option is not
exercised or 80.0% if the Over-allotment Option is fully exercised.

Subject 1o certain exceptions, including cenain issuances of shares
and pursuant to share incentive plans, we, Iberdrola, S.A. and
Iberdrola Gencraci6n have agreed with the Joint Global Coordinators,
for a period commencing on the date of this offering memorandum
and ending 180 days after the shares are listed on the Spanish stock
exchanges, without the prior written consent of the Joint Global
Coordinators  (whose consent cannot be withheld without
justification), not to agree to the issue of, or to issue, offer, pledge,
sell, contract to sell, sell an option or a contract to buy, purchase a
sale option or contract 10 sell, grant an option, right or guarantee of
purchase, pledge, lend or otherwise dispose of or transfer, directly or
indirectly, our shares or securities convertible into, exercisable 1o
obtain or exchangeable for our shares, warrants or any other
instruments that may grant a right to subscribe to or acquire shares,
nor directly or indirectly, undertake any transaction that could have an
effect similar to the foregoing; or enter into any swap contract or
other contracts or transactions by virtue of which the economic
effects of ownership of our shares are transferred in whoie or in part,

“directly or indirectly, as further described in “Plan of Distribution—

Lock-Up Agreements.”

The shares offered hereby will be eligible for any dividends paid or
declared after the Offering. See "Dividends and Dividend Policy.”

Each share entitles the holder to one vote. See “Description of Share
Capital—Sharcholders’ Meeting and Voting Rights.”

We estimate that our net proceeds from the Offering (after deducting
certain fees, commissions and estimated expenses of the Offering)
will be approximately €4,371.8 million based on the Offering Price of
€5.30 per share. The purpose of the Offering is to facilitate the
financing of our development plans. We intend to use the net
proceeds of the Offering to repay substantially all of our tndebtedness
we owe Lo our parent company and principal shareholder, Iberdrola,
S.A., which, on a pro forma basis as of September 30, 2007 was
€3,753.0 million, Sec “Use of Proceeds,”

No public market currently exists for our shares. Application has been
made for the shares to be admitted to listing on the Madrid,
Barcelona, Bilbao, and Valencia stock exchanges and quoted on the
Automated Quotation System of the Spanish siock exchanges.
Trading of the shares on the Automated Quotation System is expected
to commence on or about December 13, 2007.

If the shares are not listed on the Spanish stock exchanges and quoted
on the Automated Quotation System of the Spanish stock exchanges
by Janvary 14, 2008, the Offering will terminate, the shares will be
returned to us and the purchase price will be returned to the
purchasers, together with accrued interest.

We expect the shares to be delivered against payment of the Offering
Price on the settlement date, which is anticipated to be on or about
December 17, 2007 1o the accounts of purchasers through the book-
entry facilities of Sociedad de Gestion de los Sisiemas de Registro,
Compensacién y Liquidacion de Valores, S.A.U. (“Iberclear”), or
through the book-entry facilities of the custodian of the Euroclear
-System or the custodian for Clearstream, Luxembourg.




Spanish stock exchanges ticker
symbol ....... .. ... “IBR”

Risk Factors ............................ For a discussion of certain risk factors relevant to an investment in the
shares, see “Risk Factors.”

PricingDate ..........................L December 11, 2007,
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SUMMARY HISTORICAL FINANCIAL AND OTHER DATA

Summary Historical Financial Data

The following is a summary of the historical consolidated financial data of Iberdrola Renovables and its
subsidiaries prior to the Acquisition. The following summary historical consolidated financial data has been
extracied from (a) the audited consolidated financial statements of Iberdrola Renovables as of and for the year
ended December 31, 2005 and as of and for the year ended December 31, 2006, prepared in accordance with
IFRS and (b) the unaudirted consolidated financial statements of Iberdrola Renovables as of and for the nine
months ended September 30, 2007, prepared in accordance with IFRS. We adopted TFRS as our primary
accounting principles from Janvary 1, 2005, and our first consolidated financial statements under IFRS are those
as of and for the year ended December 31, 2005. The summary historical consolidated financial data also
includes, for comparative purposes only, unaudited consolidated financial information as of and for the year
endcd December 31, 2004 using IFRS as included in the audited financial statements as of and for the year ended
December 31, 2005 and unaudited consolidated condensed financial information as of and for the nine months
ended September 30, 2006 as included in the unaudited financial statements as of and for the nine months ended
September 30, 2007. For more information regarding our transition to IFRS, see “Note 3. Transition to
International Financial Reporting Standards, IFRS” in the notes to the audited consolidated financial statements
as of and for the year ended December 31, 2005 included in this offering memorandum. We have presented
below summary cash flow information for the years ended December 31, 2005 and 2006, and for the nine months
ended September 30, 2006 and 2007. The 2004 cash flow information presented elsewhere in this offering
memorandum is unaudited and was prepared by applying IFRS in effect at December 31, 2005 and is presented
in the audited consolidated financial statements as of and for the vear ended December 31, 2005 for comparative
purposes only. Moreover, the cash flow statements presented in the consolidated financial statements as of and
for the year ended December 31, 2006 have been prepared following the new presentation format used by our
parent company, Iberdrola, S.A., which is different from the former cash flow presentation format included in the
consolidated financial statements as of and for the year ended December 31, 2005, As a consequence, the line
items for the 2004 and 2005 cash flow statements presented in the audited financial statements as of and for the
year ended December 31, 2005 included elsewhere in this offering memorandum have not been reclassified to
reflect the changes to the audited cash flow statements as of December 31, 2006. The audited consolidated
financial statements as of and for the year ended December 31, 2006, which are presented below, include the
reclassified December 31, 2005 cash flow information for comparative purposes only. See “Management’s
Discussion and Analysis of Financial Condition and Results of Operations™ for a reconciliation of the line items
between the current presentation format for the cash flow statements for the year ended December 31, 2006 and
the former presentation format for cash flow statements for the year ended December 31, 2005, and for the year
ended December 31, 2004 included for comparative purposes only in the audited consolidated financial
statements as of and for the year ended December 31, 2005.

The summary historical consolidated financizl data should be read in conjunction with “Selected
Consolidated Historical Financial and Other Data,” “Management's Discussion and Analysis of Financial
Condition and Results of Operations,” and our historical financial statements and the relevant notes thereto
included elsewhere in this offering memorandum.




Income statement data:

For the year ended

For the nine months

December 31, ended September M,
20040 2008 2006 2006 2007
(unaudited) (audited) (audited)  (unaudited) (unaudited)
(€ in millions, except percentages and earnings per share)
Revenue ..... .. ... ... i iiiiiiiiiia, 329.5 557.3 695.6 5144 494 4
Grossmargin® ... ... ... 329.5 557.3 695.6 5144 4944
Net operatingexpense .............................. (68.1) (85.3) (130.1) (98.5) (129.9)
EBITDA® 256.0 457.6 556.7 410.4 357.9
EBITDA margin® .. ................................ 771.7% 82.1% 80.0% 79.8% 72.4%
Depreciation and amortization, charge and
alloWances ... ... e (108.5) (149.9) (182.4) (137.6) (157.3)
Profit from operations (EBIT) ..................... 147.5 307.7 3743 2728 200.6
EBIT margin'® ... ... ... 44 8% 55.2% 53.8% 53.0% 40.6%
Finance income .......... ..o 8.2 4.4 31.8 254 2.0
FINance CostS .. ..oovvririiiririee e eiannnes (88.8) (68.8) (100.4) (69.7) (117.6)
Profitheforetax .................................... 61.8 2434 306.6 228.5 914
Incometax ....................... e (23.5) (90.2) (106.2) (74.4) (35.9)
Net profit fortheyear ......................... ... 38.3 153.2 200.4 154.1 355,
Minority interests . ... i (3.9 (8.9 (10.7) (10.1) (6.8)
Net profit for the year attributable to equity
holdersof the parent .. ........................... 34.5 144.3 189.7 144.0 48.7
Earnings per share (€)© ............................ 2.09 877 11.52 8.75 2.96
(1} The consolidated income statement data as of December 31, 2004 is presented for comparative purposes only and is not audited. We

2

3

)
5)
(6)

prepared the 2004 consolidated income statement by applying IFRS in effect a1 December 31, 2005.

Gross margin is revenues less energy costs or procurements. As there are no cost of sales or procurements for renewable energy
generation in Spain, gross margin is the same as revenues. ’

EBITDA represents eamings before interest, income taxes, depreciation and amortization, EBITDA is included because it is frequemtly
used by certain investors, securities analysts and other interested parties in evaluating similar companies. However, because all
companies do not calculate EBITDA identically, our presensation of EBITDA may not be comparable to similarly titled measure of other
companies. EBITDA is not an item recognized under [FRS and should not be considered as an alternative 1o profit from operations,
operating income or any cther indicator of a company's operating performance required by [FRS. EBITDA should not in any way be
compared to the operating income, net income or cash flow resulting from our activities nor shoudd it be used as an indicator of our past
or future profitability or liquidity.

EBITDA margin is EBITDA divided by gross margin.
EBIT margin is EBIT divided by gross margin.

Represents net profit divided by average number of shares. Average number of shares used for earnings per share for each of the periods
in the table above was 16,464,044 shares.




Balance sheet data:

ASSETS

Non-current assets

Intangibleassets ....... ... ... ... . .
Goodwill ... e
Otherintangible assels . ... i ettt e e e
Property, plant and equipment .......... ... i
Property, plant and equipmentinuse ... ... ... i i
Property, plant and equipment in ProCess .. ... viierenriiininraiinian,
Financial assets ... ... ... .ottt
Investments accounted for using the equity method .. ....................
NOD-CUITENT CQUILY INVESIMENLS . . o\ttt i eaaneeetaateaineareeans
Onher non-current financial investments . ... ... ... . il
Derivative financial inStruments . ... .. ... i ei i vres
Public Admimistiations .. ... .0ttt
Deferred (aX assels ..............ooiitiniiii i,

Current assets

Current trade and other receivables . ... ... ... ... ... ... ...
Current financial assets ... ... ... .. ... .. ... e,
Current equity IMVESUMIEILS . ..t v v vt et e e e eee ettt naasarns
Orther financial investments . ... .. ... oiiiiiriniiii i iiiieriaaeenns
Drerivative financtal instruments ... ..o i i e
Taxreceivables .. .. .. ...

Total AsSetS .. ... e

EQUITY AND LIABILITIES

Of Shareholdersof theparent ...... ... ... ... ... .. . ccccciio.n..
Share Capital ..., .. i

Share Premium
Unrealized assets and liabilities revalustionreserve ......................
DRl FEREIVES L.ttt ittt e et i a i e e
Translation differences ... ... e
Netprofitforthe year ... ... i
Minority Interests ... ... i i i e s

Non-current liabilities
Deferred income
ProvisiOnS .. e
Bank borrowings and other financial liabilities .......................
Bank borrowings-losns .. ... ... ...
Derivative financial instruments ......... ... ... ... it
Other non-current liabilities .................. ..ol
Deferred tax liabilities ................ ... ... ... .. ... ...

Total non-current liabilities .......................... ... ..ol

Current labilities

Provistons ... ... e
Bank borrowings and other financial tabilities ....____..,............
Bunk borrowings-loans .. ... ... . s
Derivative financial instruments
Trade and other payables ........... ... ... ... ...
Trade payables . ... oo e i
Current tax liabilities and other tax payables ... ............ .. ... .. ... ..
Other current liabilities!2 ... ... e e
Total current liabilities . .. ......... ... . .. ... ...l

Total liabilities . ......... ... . .. . e

As of
As of December 31, September 30,
20041 2005 2006 2007
(unaudired}  (audited) (audited) (uneudited)
(€ in millions)

13.5 424 44.4 424
29 30.8 31.0 31.0
10.6 1.6 134 11.4
2.816.0 3.460.1 4,135.3 4,820.7
24014 3,139.6 3,574.6 3,898.7
414.5 3205 560.7 922.0
519 303 71.0 70.8
34.0 0.1 0.1 0.1
42 0.3 1.1 123
19.7 299 67.3 53.0
0] 0 25 54
i7.8 10.7 0 0
519 554 337 36.2
2.457.0 3,598.9 4,284 .4 4,970.1
205.7 2932 145.0 132.7
12,1 334 38.7 483

7.6 0.4 23 1.1°
4.5 330 35.1 41.5
0 0 1.3 5.7
1250 101.4 145. 161.9
275 61.4 122.8 121.7
370.5 4894 451.5 464.6
33175 4,088.3 47359 54347
425.2 5579 7189 648.3
164.6 164.6 164.6 164.6
60.3 1020 102.0 102.0
9.1 (8.6) 0.8 il
1727 1534 261.8 326.2
2.2 2.2 0 32
345 1443 189.7 438.7
159 66.5 75.8 77.0
441.2 6243 7947 725.3
14.8 90.9° 117.5 1211
1.6 274 15.3 17.9
349.1 366.0 484.6 565.3
270.5 293.1 482.2 564.6
787 729 24 0.8
507.8 495.2 461.0 4320
97 254 268 26.7
882.9 1.004.9 1,105.1 1,163.0
0.1 3.8 23 1.7
243 79.1 109.1 142.1
243 78.4 109.0 1420
— 0.7 0.1 0.1
1,979.0 2,371.2 27247 34026
29.0 123.2 1734 1579
343 769 64.0 527
19152 21711 24873 31920
2.003.5 2459.1 2,836.1 3,546.4
2,886.3 3.464.0 3.941.2 4,7094
33275 4,088.3 4,7359 54347

{1} The consolidated balance sheet data as of December 31, 2004 is presented for comparative purposes only and is not audited, We prepared
the 2004 consolidated income statement by applying IFRS in effect at December 31, 2005.

{2) Other current hiabilities include transuctions with other iberdrala Group Companies,
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Cash flow data:

For the year ended For the nine months ended
December 31, September 30,
205 2006 2006 2007
(€ in millions)

Cash flows from operating activities (I) .......................... 751.8 703.5 348.6 706.9
Cash flows from investing activities (II) ......................... (740.2) (688.8) (407.3) (616.2)
Cash flows from financial activities (I1N) ... .. .. ... .. ........ 222 46.8 919 (91.8)
Net increase in cash and cash equivalents (I+1I=I11) _..........._. 338 61.5 332 (1.1)
Cush and cash equivalents at Janwary 1 .................oooin.. 27.6 61.3 61.3 122.8
Cash and cash equivalents at end of the period ................... 61.4 122.8 94.5 121.7




SUMMARY PRO FORMA FINANCIAL AND OTHER DATA

You should read the following information in conjunction with “Presentation of Financial and Other
Informarion” and with our financial statements and the financial statements of SPHI and each of the 10 U.K.
Wind Companies and, in each case, together with the related notes thereto which are included elsewhere in this
offering memorandum.

The pro forma financial information referred 1o in these explanatory notes has been prepared to provide the
reader with combined financial information of the Iberdrola Renovables Group resuliing from the Acquisition
and the Loan Contribution (as defined and further described below). The pro forma financial information is
unaudited. The pro forma financial information has been prepared in accordance with the 1erms and conditions
of EC Regulation 80972004 and in accordance with the recommendations of the Committee of European
Securities Regulators concerning the consistent implementation of such regulation (CESR/05-0546). The pro
Jorma financial information has been prepared for illustrative purposes only and does not purport to represeni
what our results of operations or financial condition actually would have been if the Acquisition and the Loan
Coniribuiion had occurred on the dates provided below, nor does it purport 1o provide an accurate picture of the
Jfinancial information or actual results of Iberdrola Renovables, SPHI or the 10 UK. Wind Companies, nor does
it purport to project our results of operations for any future period or our financial condition at any future date,
and does not reflect any adjustment 10 liabilities for restruciuring nor the impact of any potential synergies
deriving from the Acquisition. Prior to the Acquisition we have not operated or managed either the SP US Assets
or the SP UK Assets. Investors are cawtioned against placing undue reliance on the pro forma financial
information.

The consolidated financial statements of SPHI and the 10 UK. Wind Companies used in the preparation of
the unaudited pro forma financial information have been prepared under the accounting principles of their
respective countries (U.S. GAAP and UK. GAAP, respeciively). The unaudited consolidated financial
information for the SP UK Assets prepared under U.K. GAAP included in the pro forma financial information
differs from the unaudited aggregated financial informasion reflected in “SP UK Assets Discussion and Analysis
of Financial Information” included elsewhere in this offering memorandum as the unaudited aggregated
financial informarion does not represent a proper consolidation in accordance with U.K. GAAP or IFRS. No
adjustments were required 10 be made to the financial information of the SP UK Assets which was consolidated
under U.K. GAAP 1o consolidate such financial information under IFRS for the purposes of preparing the pro
Jorma financial information of lberdrola Renovables Group. Further, none of the balance sheets and income
statements of Iberdrola Renovables, SPHI and the 10 U.K. Wind Companies as of and for the nine months ended
September 30, 2007, as used in the preparation of the pro forma financial information as of and for the nine
months ended September 30, 2007, have been audited,

The pro forma financial informaiion has been prepared by applyving certain harmonization accounting and
pro forma adjustments 1o the historical financial information of lberdrola Renovables, SPHI and the 10 UK.
Wind Companies, which are included elsewhere in this offering memorandum and which were prepared in
accordance with IFRS, U.S. GAAP and U.K. GAAP, respectively. You should read the following summary pro
Jorma financial information in conjunction with “Presentation of Financial and Other Information” and the
section entitled “Acquisition and Unaudited Pro Forma Financial Information” included elsewhere in this
offering memorandum. For further derails related to the preparation of the unaudited pro forma financial
information and the adjusiments made thereto, see “Acquisition and Unaqudited Pro Forma Financial
Information.”
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For the nine months ended September 30, 2007

Segmentation by business note to the summary unaudited pro forma income statement:

Mini- Energy
Business segments Wind hydre  Gas®  Thermal mgmt Others Tota)
(€in millions)
Operating revenue ... 7210 250 288 2986 48.4 0.1 11220
Procurements ....................oo.ll (69.8) ol — 246. 7 4.9 — {(321.3)
Grossmargin............................ 6512 250 28.8 52.0 43.6 Gl 800.7
Operating costs . .......ooiveiieeeennen s {129.1) (7.3) (5.1 (11.2)  (33.3) 404y (2364)
EBITDA ..........................oo... 522.1 ﬂ 13.7 40.8 10.3 (40.3) 564.3
EBITDA margin@ ... ................ 80.2% 708% 476% 785% 236% — 70.5%
Depreciation and amortization charge and
Provisions . ... ... . e, (255.0) _(E) (23.6) (10.2) (1.2) 0.7 (2907.6)
Profit from operations (EBIT) ..... ... .. 267.1 _g_i (9.9) 30.6 9.1 (39.0) 2667
EBIT margin® ... ................... 41.0% 37.6% (34.3)% 588% 209% — 33.3%
(1) Enstor business segment.
(2) EBITDA margin is EBITDA divided by gross margin.
(3) EBIT margin is EBIT divided by gross margin.
September 30, 2007
Unaudited pro forma balance sheet:
Total
(Revalculated)
(€ in millions)
e T T e T gt LT3t o U 14,285.5
SOl CUITERE BSSLS ... ... ettt ettt e e e s 1,297.9
Total ASSetS ... . e 15,583.4
T Ola] CQUELY . ..ottt e e 6,731.0
Total capital instruments with debt-like characteristics ................coocii i, 550.6
Total non-current Habilities ... ... 3,329.1
Total current Habilities .. ... .. e e 49727
Total equity and liabilities ... ... . ... e 15,583.4




RISK FACTORS

You should consider all of the information in this offering memorandum, including the following risk
Jactors, before deciding to invest in the shares. The actual occurrence of any of the following risks could have a
material adverse effect on our business, financial condition and results of operations. In that case, the trading
price of our shares could also decline and you could lose all or part of your investment.

The risks described below are those that we believe are material, but these may not be the only risks and
uncertainiies that we face. Additional risk factors not currently known or which are currenily deemed immaterial
may also have a maierial adverse effect on our business and financial condition or result in other events that
could lead 10 a decline in the value of the shares. This offering memorandum also contains forward-looking
statements that involve risks and unceriainties. The acival resulis could differ materially from those anticipated
in such forward-looking statements as a result of certain factors, including the risks faced by us described below
and elsewhere in this offering memorandum.

Risks Associated with the Renewable Energy Industry

We operate wind farms, whose profitability is highly dependent on suitable wind and associated weather
conditions.

Our main activity is the business of producing electricity from renewable sources, principally wind. Wind
energy production accounted for 81.3% of our pro forma gross margin and 92.5% of our pro forma EBITDA for
the nine months ended September 30, 2007. See “Acquisition and Unaudited Pro Forma Financial Information.”
The amount of energy generated and the profitability of wind farms are highly dependent on climatic conditions,
particularly wind conditions, which are variable. As turbines will only operate when wind speeds fall within
certain specific ranges which vary by type and manufacturer, if wind speeds fall outside such equipment
specifications, energy output at our wind farms would be cxpected to decline.

During the development phase and prior to construction of any wind farm, a wind study is conducted to
evaluate the potential energy capacity of the site. We base our core assumptions and investment decisions on the
findings of this study. We cannot guarantee that observed climatic conditions, particularly wind conditions, at a
project site will conform to the assumptions that were made during the project development phase on the basis of
such wind studies, and therefere we cannot guarantee that our wind farms will be able to meet their anticipated
production levels. A decline in wind at all or many of our wind farms could lead to reductions in operational
efficiency, energy production and profitability.

Moreover, earthquakes, hurricanes, tormados, lightning strikes, severe storms or other exceptional weather
conditions or natural disasters could damage our wind farms and facilities and decrease production levels,

Such events, particularly to the extent that they affect multiple wind farms and project sites, could have a
material adverse effect on our business, financial condition or results of operations.

Our profitability in each of the regional markets in which we operate Is dependent on policies and regulatory
Jrameworks that support renewable energy development,

The development and profitability of renewable energy projects is significantly dependent on policies and
regulatory frameworks that suppont such development. Certain junisdictions provide various types of incentives
that support the sale of energy generated from renewable sources. In particular, the European Union, its member
states, including Spain and the United Kingdom, and the United States have adopted policies and measures that
actively support renewable energy projects. These policies include, among others: (i) renewable energy national
targets such as in Spain or renewable energy purchase obligations imposed on established power producers and/
or distributors, such as in the United Kingdom and certain states in the United States, (ii) tax incentives (such as,
in the United States, the federal accelerated tax depreciation under the MACRS and PTCs, which grant income
tax credits in proportion to the quantity of wind encrgy produced and sold during a taxable year),
(iii) environmental cenificates programs (such as ROCs in the United Kingdom and Renewable Energy Credits
(*RECs™) in cenain states in the United States) that trade on both organized and informal markets and
(iv) preferential rights of access to the transmission network and the right to deliver production through the
network in Spain and certain other jurisdictions. See "Regulatory.”

Support for renewable energy sources has been strong in recent years. While the European Union and the
United States have affinned their desire to continue and strengthen their support for renewable energy in the past,
there can be no assurance that such policies will not be adversely modified or that any other supportive policies of
renewable energy development, particularly those affecting wind farms, will continue to exist. See “Regulatory.”
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In Spain, on May 25, 2007, the Spanish government passcd Royal Decree 661/2007 which replaces Royal
Decree 436/2004, introducing new elements to the economic regime while maintaining the same basic regulatory
principles. The tariffs, premiums, complements and cap/floor limits in Royal Decree 661/2007 are expected 10 be
reviewed in 2010, which would then apply to facilities placed into operation on or after January 1, 2012. We can
provide no assurance that the Royal Decree 661/2007 will not be adversely modified in 2010 for new capacity
installed or that any modifications will not have any negative effects on the remuneration regime for capacity
installed before 2012, Further, if the capacity limits set by the Royal Decree 661/2007, which are based on the
2010 targets set by the Spanish Renewable Energy Plan 2005-2010 (Plan de energias renovables en Espafia
2005-2010) (the "PER") are reached (20,155 MW of wind power), there can be no assurance that existing tariffs,
premiums and complements will remain in place for new facilities above the capacity limits. See “Regulatory—
Spain.”

In the United States, government support for renewable energy is primarily based on tax incentives (PTCs
and MACRS) at the federal level and Renewable Portfolio Standards which have been implemented in many
states. The federal PTC incentive currently extends to qualifying facilities placed in operation before the end of
2008. Such facilities will continue to benefit from the current PTC incentive until the end of the applicable PTC
period (i.e., the ten-year period from the year in which the facility is placed in operation). There can be no
assurance that the federal PTCs will be renewed for wind farms placed in operation after 2008 or, if allowed 10
expire after 2008 or at any point in the future, that such incentive would ever be renewed, and, if so, would apply
retroactively 10 lapsed periods. In addition, there can be no assurance (i) that we will have sufficient taxable
income to utilize the benefits ‘generated by these tax incentives (i) that we otherwise will be able 1o realize the
benefits of these incentives through investment structures with third parties by attracting suitable investors
interested in benefiting from PTCs and accelerated tax depreciation that meet our credit risk standards, (iii) that
there will be a sufficient number of such suitable investors, or (iv) that we will realize the full benefit of our
existing institutional investment structures, including reccipt of all expected investor payments, which could have
a material adverse effect on our business, financial condition or results of operations. See “Regulatory—United
States,” “SPHI Discussion and Analysis of Financial Condition and Results of Operations—Factors Affecting
SPHI Results of Operations—Aeolus transactions,” “SPHI Discussion and Analysis of Financial Condition and
Results of Operations—Factors Affecting SPHI Resulis of Operations—Contingent Liabilities,” “Business—
Wind-——Wind farm financing structures.”

In the United Kingdom, government support for renewable energy includes ROCs and Climate Change
Levy Exemption Certificates (“LLECs”™). Energy suppliers, who must obtain a certain percentage of their energy
supply from renewable sources, must either purchase ROCs from eligible renewable energy generators who
receive ROCs per MWh produced or pay a buy-out price. LECs provide an exemption to the climate change levy,
which allows renewable energy generators to sell them to non-exempt suppliers. See “‘Regulatory—United
Kingdom.” We can provide no assurance that these government incentives will continue as currently
implemented, or at all, or that the incentives under the current or proposed legislation will be similar to current
levels.

If the relevant authorities in the countries in which we operate fail to continue supponting, or reduce their
support for, the development of renewable energy generation facilities, particularly wind farms, or the generation
of renewable encrgy, these actions could have a material adverse effect on our business, financial condition or
results of operations.

We are subject to comprehensive energy regulation.

We conduct our business in a regulated environment. Qur company and each of the power plants we operate
(including wind farms, mini-hydro plants and other plants) must comply with numerous laws and regulations in
each of the jurisdictions in which we operate. In particular, our business and our power plants are subject to strict
international, national, state and local regulations relating to the development, construction and operation of
power generation plants (including, among others, land acquisition, leasing and use, and the corresponding
building permits, landscape conservation, noise regulation, environmental protection and environmental permits
and energy transmission and distribution network congestion regulations). Non-compliance with such regulations
could result in the revocation of permits, sanctions, fines or criminal penalties. See “—Our development
activities and operations arc subject to risks from environmental, safety and other hazards” and “Business—
Development Phases.”

The regulations applicable to the generation of electricity from renewable energy sources vary by
jurisdiction and are subject to modifications that may be more restrictive or unfavorable to vs. More restrictive or
unfavorable regulations, such as an obligation to modify existing power plants or the implementation of
additicnal inspection and monitoring procedures, could lead to changes in operating conditions that might require
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increased capital expenditure, increase operating costs or otherwise hinder the development of our business.
Furthermore, additional laws and regulations may be implemented, including as a result of actions filed by third
parties or lobbying by special interest groups. See “Regulatory.”

We cannot guarantee that current laws and regulations will not be modified in the future, whether in
response to public pressure or otherwise. Such modifications could have a material adverse effect on our
business, financial condition or results of operations.

The expansion of our business is dependent on locating and obtaining title 1o suitable operating sites and
obtaining operating and building permits for our wind farms and other power plants.

(i) Limited geographic availability

Wind farms require particular wind conditions that are found in limited geographic sites. Further, electric
power plants require connection to the refevant electricity transmission or distribution networks in order to
transmit and deliver electricity, which limits the number of sites appropriute for installation of the plants.

(if) Increased competition to obtain title

Our ability to locate and obtain title 1o suitable operating sites is subject to growing competition from an
increasing number of operators in the wind and other renewable cnergy generation markets that have sufficient
financial capacity to make the necessary investments to research, locate and obtain title to such sites and, in the
case of power plants, to obtain transmission connection rights.

(iii} Dependenee on obtaining operating and building permits

In order to construct and operate an electric power generation plant, we must obtain operating and building
permits from various authoritics. Additionally, procedures for the granting of operating and construction permits
vary by country and certain jurisdictions may .deny requests for permits for a variety of reasons. The process for
obtaining such permits also may be obstructed or delayed by public opposition. See "—Negative public response
to renewable encrgy projects may impact our ability to construct and operate wind farms or other power plants in
certain areas.” Further, we can provide no assurance that operating and building permits will be obtained or
renewed when required. .

{iv) Other constraints

Other constraints on our business include provisions for easements (including access easements) and various
environmental constraints associated with a site’s proximity to dwellings or sites that are environmentally
protected pursnant to local laws or regulations. : ‘

If we are unable 1o locate, secure control of and obtain title to requisite permits for suitable operating sites,
we may not be able to construct projects and commence operations on a timely basis or at all, which could have a
material adverse effect on our business, financial condition or results of operations.

We rely on transmission assets and services for electricity to the extent we do not own or control delivery of
such assets and services.

We depend on electric transmission lines and other transportation facilities owned and operated by third
parties to deliver the electricity we sell. We typically do not own or control the transmission facilities other than
those limited transmission facilitics necessary to inlerconnect our respective generating facilities to the grid.
Many of our potential wind projects (particularly in the United States) are located in remote areas with limited
transmission capacity and in which there is intense competition for the capacity that is available. In the event of a
failure in the transmission facilities on which we rely for the sale of the electricity we produce, in addition to any
of our lost revenues, we may be responsible for dumages incurred by our customers, such as the additional cost of
acquiring alternative supply at then-current spot market rates. Such lost revenues and lability for damages
incarred by our customers could have a material adverse effect on our business, financial condition and results of
operations.

Revenues from our business are exposed to market electricity prices.

In addition to regulated incentives, remuneration of certain of our projects depend on market prices for sales
of electricity. Market prices may be volatile and are affected by various factors, including (i) the cost of the raw
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materials used as the primary source of energy, (i) user demand, (i1i) the average hydraulicity for the period and
(iv) the price of greenhouse gas emission rights.

We are exposed, in several of the jurisdictions in which we operate, to remuneration schemes which contain
both regulated incentive and market price components. In such jurisdictions, the regulated incentive component
may not compensate for fluctuations in the market price component and thus total remuneration may be volatile.

There can be no assurance that market prices will remain at levels which enable us to maintain profit
margins and desired rates of return on investment. A decline in market prices below anticipated levels could have
a material adverse effect on our business, financial condition and results of operations.

Factors over which we have little or no control may cause fluctuations in our revenues, which may make
period-to-period revenue comparisons a less relevamt indicator of future earnings.

Our revenues may fluctuate from period to period depending on several factors, including varying weather
conditions, changes in regulated or market electricity prices and clectricity demand, which follow broad scasonal
demand patterns. Because we have little to no control over these factors, we can provide no assurance that our
revenues will not fluctuate from period to period. Thus, a period-to-period comparison of our revenues may not
reflect long-term trends in our business and may not prove to be a relevant indicator of future eamings, Further,
there can be no assurance that our future earmnings will be consistent with historical results or investors’ forecasts
or expectations.

The market for energy from renewable sources is rapidly evolving and we must keep pace with technological
changes in order to maintain and increase our business operations.

The technologies used in the renewable energy sector change and evolve rapidly. Moreover, techniques for
the production of electricity from renewable sources are constantly improving and becoming more complex. In
order to maintain cur competitiveness und expand our business, we must adjust effectively to changes in
technology and further our research and development. If we fail to react effectively to current and future
technological changes in the sector or to progress our research and development in a timely manner, our
business, financial condition, results of operations or our ability to achieve our objectives may be materially
adversely affected.

We operate in a capital intensive business and a significant increase in capital costs could have a material
adverse effect on our business, financial condition and resulis of operation.

We have significant construction and capital expenditure requirements and the recovery of the capital
investment in a power plant occurs over a substantial period of time. The capital investment required to develop
and construct a renewable energy power plant varies based on the cost of the nccessary fixed assets for such
power plant, such as turbines, which represents between 70% and 80% of our investment costs during the
development phase. The price of such equipment may increase as the market demand for such equipment
expands ahead of supply, or if the prices of key componcnt commodities and raw materials used to build such
equipment increases. Other factors affecting the amount of capital investment required include, among others, the
construction costs of the power plant. A significant increase in the costs of developing and constructing our
power plants could have a material adverse effect on our targets and our business, financial condition and results
of operations.

Our growth plan is dependent on the availability of equipment.

We require delivery and assembly of certain technical equipment, including turbines, blades and masts for
wind power plants. There are a limited number of suppliers of certain technical equipment required for our
business,

Current demand for turbines in Europe and the United States exceeds preduction capacity, which has
recently led to supply shortuges and increased prices for turbines and other technical equipment. We can provide
no assurance that we will, in the future, be able to purchase a sufficient quantity of turbines and other technical
equipment to satisfy our business targets, or that certain suppliers will not give priority to other market
participants, including our competitors. Any significant delay by our principal suppliers in the performance of
contractual commitments, or inability of our principal suppliers 1o meet such commitments, unavailability of
compenents and equipment, or failure of components and equipment to meet our needs and expectations could
have a material adverse effect on our business, financial condition or results of operations.
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Negative public response to renewable energy projects may impact our ability to construct and operate wind
Sfarms or other power plants in certain areas.

Certain persons, associations and groups may oppose wind energy or other power plants, citing degradation
of the landscape, noise pollution, avian hazards and general environmental damage. Although the development of
a renewable energy project typically requires an environmental impact study and a public hearing prior to the
issuance of building and corresponding governmental permits, we cannot guarantee that our wind farms and
other power plant projects will be accepted by the local population. In areas in which wind farms and other
power plant projects are close to residential dwellings, opposition from the local population could lead to the
adoption of restrictive regulations on the operation of the wind farms and other power plant projects.

If u segment of the population or certain companies mobilize against the construction of renewable energy
or other power plant projects or mount legal challenges, it could be more difficult to obtain reguisite building
permits. Alternatively, legal challenges may result in an injunction against development, impeding our ability to
place projects in operation according to schedule or to meet our business targets. Certain of our wind farm
projects have from time to time been subject to such oppesition and challenges and we expect such challenges o
continue as part of the ordinary course of our business. See “Business—Legal Matters.”

As a result, such public opposition, an increase in the number of challenges to the granting of local permits
or an unfavorable trend in the outcome of such challenges could have a material adverse effect on our business,
financial condition or results of operations.

Risks Associated with the Non-Renewable Energy Industry

We are subject to comprehensive regulation.

We are regulated in the United States at the federal level under a variety of statutes and regulations, which
provide the Federal Encrgy Regulatory Commission (*FERC”) with jurisdiction over the transport, storage and
certain sales of natural gas in interstate commerce. Qur purely intrastate facilities are regulated at the state level,
which varies by jurisdiction. Our thermal generation facilities are regulated under the same U.S. federal and state
laws that are applicable to renewable energy facilities, including FERC regulations. In the United States, we are
subject 10 rules, regulations and codes of conduct relating to affiliate transactions, particularly in respect of our
Enstor gas storage business. Non-compliance with such regulations could result in fines, sanctions, revocation of
permits, and/or criminal penalties. Furthermore, additional laws and regulations may be implemented, or current
laws and regulations may be maodified in the future. Such modifications could have a material adverse effect on
our business, financial condition or results of operations. See “Regulatory—U.S. Gas Industry Regulation.”

Our gas business is highly dependent an the existence of a spread between current and future gas prices and
prices across geographic markets.

Our gas storage business in the United States generates revenue by taking advantage of the spread between
spot, future and forward gas prices. We also exploit locational price spreads through our ability to transport gas
from low price markets to higher price markets. There can be no assurance that there will continue to be a spread
between current and future gas prices or that such spread, if any, will exceed the prices we charge for storage or
the cost of providing such storage. Further, there can be no assurance that disparities beiween gas prices in
regional markets in the United States will continue 1o cxist or that access to pipelines will remain open to all
shippers in order to take advantage of such price spread, if any, in the future. An absence or significant reduction
of such spreads in the United States gas market or a change in regulation impeding the transport of gas between
regions could have a matenal adverse effect on our business, financial condition or results of operations.

The expansion of our Enstor business is limited by a number of constraints, including locating and obtaining
title to suitable sites, hiring and retaining industry specialists and obtaining requisite permits.

We face a number of constraints that may limit the future growth of our owned gas storage business in the
United States. The principal constraint is the scarcity of and competition to locate and obtain title to known high-
quality development sites, which require the presence of specific and relatively uncommon geologic factors.
Locating and obtaining title to suitable operating sites is subject to growing competition from an increasing
number of operators in the gas storage markets with sufficient financial capacity to make the necessary
investments to research, locate and obtain title to such sites. There s also a limited pool of geologists, engineers
and specialists who are qualified to locate, survey and secure control of gas storage sites. In addition, there is a
lengthy and often complex development and permitting process involved in establishing a gas storage facility.
We must obtain operating and building permits from a large number of federal, state and local administrative
authorities, which may be denied, deluyed or contain restrictions for a variety of reasons, including
environmental concerns, a storage site’s proximity to dwellings or public opposition. See “—Negative public
response to gas storage and thermal generation projects may impact our ability to develop and operate gas
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storage facilities in certain areas.” If we are unable to locate and secure control of suitable sites on favorable
terms (or at all}, Jecate or retain employee or contractor specialists or obtain and retain requisite permiis for a
sufficient number of operating sites, we may not be able to maintain existing or construct future projects on a
timely basis {or at all), which could limit Enstor’s futore growth and possibly result in a material adverse effect
on our business, financial condition or results of operations.

We rely on transmission assets and services for natural gas and thermal generated eleciricity to the extent we
do not own or control delivery of such assets and services.

We depend on natural gas pipelines and other transportation facilities owned and operated by third parties to
deliver the natural gas we sell to wholesale markets, to supply natural gas to our electric generation facilities, and
to provide our customers with access to our storage fucilities. We enter into short- and long-term contracts with
such third parties to secure such services or to provide interconnectivity with our owned storage facilities. We
depend on electric transmission lines and other transportation facilities owned and operated by third parties to
deliver the electricity we sell from our thermal generation plants. We typically do not own or control the
transmission facilitics other than those limited transmission facilities necessary to interconnect our respective
generating facilities to the grid. If transportation or transmission lines are disrupted, or if capacity is inadequate,
our ability to sell and deliver our products and services may be restricted. As a result, in addition to any lost
revenues, we may be responsible for damages incurred by our customers, such as the additional cost of acquiring
alternative supply at then-current spot market rates. Such lost revenues and liability for damages could have a
material adverse effect on our business, financial condition and results of operations.

Negative public response to gas storage and thermal generation projects may impact our ability to develop and
operate gas storage facilities in certain areas.

Certain persons, associations and groups may oppose gas storage and thermal gencration projects. citing
degradation of the landscape and general environmental damage. If a scgment of the population or certain
companies mobilize against the development or operation of a gas storage or thermal gencration project or mount
legal challenges, it could be more difficult to obtain requisite permits, which could have a material adverse effect
on our business, financial condition or results of operations. : :

Risks Relating to the Integration of the ScottishPower Assets

We cannoi assure you that the expansion of our operations will be successfully implemented.

As part of our global business strategy, we have recently expanded our existing businesses through the
acquisition of the ScottishPower Assets and thus strengthened our presence in the United States and the United
Kingdom. On a pro forma basis the ScottishPower Assets comprised 37.9% of our pro forma gross margin and
34.0% of our pro forma EBITDA for the year ended December 31, 2006 and 38.3% of our pro forma gross
margin and 36.6% of our pro forma EBITDA for the nine months ended September 30, 2007. See “Acquisition
and Unaudited Pro Forma Financial Information.” Through the Acquisition of the ScottishPower Assets, we have
increased our renewable energy capucity as of September 30, 2007 1o a total of 7,342 MW in pro forma installed
renewable capacity and a pipeline of 41,266 MW. We also acquired in connection with the Acquisition 537 MW
of thermal generation capacity (including 237 MW Thermal PPAs) and 0.76 bem of working gas storage capacity
and added an energy management business to our portfolio.

We can provide no assurance that we will be successful in new regicnal markets or businesses into which
we have cxpanded our operations or that we will continue to be successful in our other existing markets or
businesses. Although we believe that the expansion and entry into new geographic markets and businesses will
contribute to our growth and future profitability, we cannot assure you that we will be able to achieve all of our
expected business targets or that the combined businesses will achieve the same level of profitability that has
been achieved histortcally.

The rapid expansion of our business as a result of the Acquisition will lead to considerable demands on our
resources.

The recent acquisition of the ScottishPower Assets has resulted in a rapid expansion of our business
operations, increased the complexity of our operations, and may place a significant strain on our managerial,
operational, financial and other resources and on our contro procedures. Our ability to manage such growth will
depend largely on our ability to (i) develop efficient and integrated managerial and support systems,
(ii) standardize technology and operational developments across geographic markets, (i) control costs,
(iv) maintain effective quality controls while expanding our internal information, accounting and management
systems, (v) attract, assimilate and retain additional qualified personnel and {vi) monitor operations effectively. If
we are unable to achieve these necessary measures, we may not be able to successfully integrate the
ScottishPower Asscts, which consisted of separate businesses with different company management and
procedures, into cur current business structure and operations.
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In addition, our management team may be required to devote considerable amounts of time to effect the
integration of the acquired businesses, which will decrease the time it will have to manage the existing business.
If our management is not able to manage the integration process effectively, or if any significant business
activities are interrupted as a result of the integration precess, our business operations may be materially
adversely affected.

We can provide no assurance that we will be able to successfully implement the necessary measures al a
pace consistent with the growth of our business and in an efficient manner, or that we will be able to effectively
manage our growth, which could have a material adverse effect on our business, financial condition and results of
operations.

We may be required to pay certain disputed tax liabilities and/or certain potential tax indemnities of the SP US
Assets, if Iberdrola, S.A. does not or is not able to indemnify us for such payments as required under the
Indemnity Agreement.

We are currently disputing, through both the administrative process and litigation, various tax liabilities
asserted against the SP US Assets by the U.S. tax authorities. We are also subject to certain tax indemnity
obligations with respect to the SP US Assets that are primarily attributable to divested businesses and may give
rise to indemnity payments. Iberdrola, S.A. has agreed, pursuant to an indemnity agreement dated
November 20, 2007 (the “Indemnity Agreement”), to indemnify us against these disputed tax liabilities and any
ather habilities refating to the SP US Assets for periods prior to October 3, 2007. See “Business—Lega)
Matters—Regulatory and Tax Maners and—Other claims and disputes,” and “Related Party Transactions—
Iberdrola, S.A.—Indemnity Agreement.”

Risks Relating to our Business Activities

The majority of our revenue and profits are concentrated in our operations in Spain, the United States and the
United Kingdom and any changes in regulations, increases in costs or reduction in demand in these particular
Jurisdictions may materially adversely affect our business, financial condition and results of operations.

We currently carry oul the majority of our business in Spain, the United States and the United Kingdom, and
derived 95.3% and 92.9% of our pro forma gross margin in these countries for the year ended December 31,
2006 and fer the nine months ended September 30, 2007, respectively. On a pro forma basis for the year ended
December 31, 2006 and for the nine months ended September 30, 2007, Spain is currently our largest market,
which comprised 57.4% and 54.4% of our pro forma gross margin, respectively, followed by the United States,
which comprised 29.6% und 30.2% of our pro forma gross margin, respectively, and the United Kingdom, which
comprised 8.2% and 8.3% of our pro forma gross margin, respectively. Among other factors, any material
regulatory issues or unfavorable changes in regulations, consumer acceplance, increases in costs or reduction in
demand in these particular jurisdictions may stgniftcantly limit our ability to generate revenue and could have a
material adverse affect on our business, financial condition and results of operations.

The basis and underlying assumptions used in the classification of our pipeline were internally developed and
have not been audited or verified by any third party.

We have developed a pipeline classification methodology which divides our pipeline into “highly
cenfident”, “likely” and “probable” categories bused on development stage and ascribed probabilities of being
placed successfully into operation of approximately 95%, 40-50% and 20%, respectively, See “Business—
Wind—Pipeline." The pipeline information presented in this offering memorandum is not weighted by the
probability ascribed to each category. The basis and underlying asswmptions used in the classification of our
pipeline were internally developed and have not been audited or verified by any third party. Further, the criteria
used to classify our pipeline may differ by geographic segment. No generally accepted pipetine classification
methodology is used in the renewable power generation indusiry and we expect that our pipeline classification
methodology differs from that used by other companics in the industry, As such, our pipeline description may not
be comparable with those of other market participants. There can be no assurance that projections or estimates
relating to our pipeline will correspond with future performance and actua) results could differ materially from
current expectations.

We purchase the majority of our wind farm equipment from a limited number of suppliers and the loss of
certain supplier relationships, or the failure of purchased equipment to meet our performance and
maintenance cost expectations, could have a material adverse effect on our operating results.

There are a limited number of wrbine suppliers and current demand worldwide for wrbines exceeds
production capacity. Our largest suppliers, Gamesa Eélica and GE Wind in the aggregate supplied turbines which
accounted for 83.6% of our pro forma installed wind capacity (excluding the 606 MW FPL PPAs) as of
September 30, 2007. Qur largest supplier is Gamesa Edlica, which has committed to sell us 2,700 MW of
turbines through 2009, with a possible extension to 2011, under a framework agrcement entered into on
October 19, 2006. See “Related Party Transactions.”
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Our contracts with turbine suppliers usually cover the production, transpor, erection and commissioning
phases. At times, thc operations and maintenance requirements during the guarantee period, which is typicully
two years unless otherwise negotisted in the agreements, are also contracted with the supplier. See
“Business—Renewable Energy Businesses—Suppliers.”

Other important suppliers include the engineering and construction companics that are contracted during the
development and installation phases to perform civil engineering and electrical work for wind farms as well as
the required infrastructures. Historically, our affiliate, Therdrola Ingenieria, has been our primary supplier of
engineering and construction services and, pursuant to a framework agreement with Iberdrola Ingenieria dated
November 5, 2007, Iberdrola Ingenieria agreed to continue to provide us with certain engineering services for the
development, construction, management and operation of our renewable energy power plants in the future. See
“Related Party Transactions.”

Although we have expanded and diversified our supplier base the loss of any of these suppliers or service
providers or inability to find replacement suppliers or service providers or to purchase turbines and engineering
and construction services at rates currently offered by our existing suppliers or a change in the terms of our
supply, ehginecring and construction or operations and maintenance agreements, such as increased prices for
maintenance services or for spare parts, could have a material adverse effect on our ability to construct and
maintain wind farms or the profitability of wind farm development and operation. Additionally, the failure of one
or more models of wind turbines or other equipment from one or more suppliers to perform as anticipated over
the 20- to 30- year anticipated life could have a material adverse effect on our business, financiat condition or
results of operations. As we have experienced in the past, we may suspend wind farms as a precautionary
micasure as a result of turbine failures.

We are exposed to certain risks in relation to our operating model and information technology and systems.

We are reliant upon centain technologies and systems for the operation of our businesses. Our operations
depend on the efficient and uninterrupted operation of our computer systems which remotely control our
operating and maintenance activities. A failure of our network or data gathering procedures, data viruses or
computer “hackers” or other technological failures at our operating facilities including the CORE remote control
center in Toledo, Spain could impede the processing of data, delivery of services and the day-to-day management
of our business and could result in disruptions in our operations. In addition, any failure by our information
technology to connect our remote control center 1o the local control and infermation system at each renewable
facility may result in wind farms not being operated at optimal efficiency levels which in tum could have a
material adverse effect on our business, financial condition and results of operations.

We gencrate revenue and incur expenses and have borrowings in various currencies and interest and
exchange rate fluctuations and currency devaluations could have a material adverse effect on our results of
operations.

We conduct operations in Spain, the United States. the United Kingdom and certain other jurisdictions.
Historically. most of our revenue has been generated in euro, but we will generale an increased proportion of
revenues in U.S. dollars and sterling following the integration of ScottishPower Assets. We face currency
transaction risk when our operating subsidiaries enter into agreements or incur substantial costs denominated in
currencies other than curo and may not ulways be able to match revenues with costs denominated in the same
currency.

There can be no assurance that we will be able to successfully hedge our foreign exchange risks and
significant currency exchange rate fluctuations and currency devaluations (i.e. primarily in the relative values of
the curo, sterling and the U.S. dollar) could have a material adverse effect on our resulis of operations from
pericd to period.

Additionaily, our financial condition and results of operations of our subsidiaries are reported in the relevant
local currencies and then translated into euro at the applicable cxchange rates for inclusion in our consolidated
financial statements, which are stated in curo. The exchange rates between these currencies and the euro may
fluctuate significantly. Such exchange rate translation risks could have a material adverse effect on our results of
operations.

Morcover, we operate in a capital intensive business and the majority of our indebtedness bears inlerest at
variable rates, generally linked to market benchmarks such as EURIBOR and LIBOR. Any increase in interest
rates would increase our interest payments and could adversely affect our financial condition. There can be no
assurance that future exchange rate and interest rate fluctuations will not have a material adverse effect on our
financial condition and results of operations.
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We also enter into hedging arrangements to cover exchange rate or interest rate fluctuations. There can be
no assurance that any current or future hedging contracts we enter into will adequately protect our operating
results from the cffects of exchange rate or'interest rate fluctuations, will not result in additional losses or that our
other risk management procedures will operate successfully.

Our derivatives strategy may not adequately minimize market risk, may expose us to significant losses and
may limit our ability to benefit from higher prices.

The ownership and operation of wind generating facilities, other power plants and gas facilities expose us to
market risks including the volatility of gas and electricity prices. We use and plan to continue using forward
contracts and derivative financial instruments, such as fixed and floating swaps (cross currency and commodity
agreements) and financial and commodity futures contracts and options to manage market risks, reduce our
exposure to fluctuating electricity and gas prices and for proprietary trading purposes and as part of our energy
management business. These activities expose us to certain market risks, including unsuccessful matching of
exposures or execution of our hedging strategy, and may limit our ability to realize the full benefits of increases
in energy prices. Although our operations are subject to a process of risk limits, established risk information
systems and reporting, with a business model designed to minimize commodity risk, these procedures may not be
effective in controlling risk within prescribed boundaries or limits as expected. Further, future changes in
markets may not be consistent with our historical data or assumptions. If we are not able 10 successfully
anticipate and hedge against market risks, volatile energy prices may have a material adverse effect on our
business, financial condition or results of operations.

We cannot and do not attempt to fully hedge our assets or positions against changes in energy commodity
prices, currency exchange or interest rates, and our hedging procedures currently in place may not work as
planned.

In order to manage our financial and operating risks, including risks related to the provision of shaping and
firming services. under which we deliver consistent, steady electricity production to a designated offiake
location, we use certain derivative instruments as hedging tools. These instruments include fixed and floating
swaps (cross currency and commodity agreements), swap options, financial options, forward rate agreements,
financial and commodity forward contracts, commodity futures, commodity options and other complex
derivatives. Such physically- and financially-settled instruments are generally held by us to match exposures,
however, such hedging strategies may not be effective in matching exposures, which could have a material
adverse effect on our business, financial condition and resuits of operations.

We are subject to additional risks as a result of the international nature of our businesses that may materially
affect our financial results.

Although we are headquartered in Spain, we have substantial operations in the United States and the United
Kingdom, and we have a presence in 16 other countries. We expect that our operations will continue to expand in
these countries and globally. Accordingly, we face a number of risks associated with operating in a number of
different countries, parnticularly countries outside of the EU, that may have a materially adverse impact on our
business, financial condition and results of operations. These include, but are not limited to. compliance with and
changes in laws and regulations applicable to foreign corporations, the absence, loss or non-renewal of favorable
treaties or similar agreements with foreign tax authorities or political, social and economic instability.

We are not able to insure against all potential risks and may become subject to higher insurance premiums.

Our business is exposed to the risks inherent in the construction and operation of electrical power plants and
gas storage facilities, such as breakdowns, manufacturing defects, natural disasters, terrorist attacks and sabotage.
We are also exposed to environmental risks. We have entered into insurance policies to cover certain risks
associated with our business. However the majority of our insurance policies do not cover losses as a result of
force majeure, such as natural disasters, terronist attacks and sabotage. In addition, our insurance policies are
subject to annual review by our insurers and we cannot guarantee that these policies will be renewed at all or on
similar or favorable terms. If we were to incur a serious uninsured loss or a loss significantly exceeding the limiis
of our insurance policies, the results could have a material adverse effect on our business, financial condition, or
results of operations. In addition, several of our intra-group insurance policies require that Iberdrola, S.A. own at
least 50% of our share capital for us to be covered by the respective policy. If Iberdrola, S.A. decreases its
shareholding to less than 50% of our share capital, we will have to obtain other insurance coverage which may
not have similar terms.
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We rely on credit and liquidity guarantees in order to conduct business in the United States.

Our United States market activities, including eguipment procurement and construction, PPAs, institutional
investment structures and gas commeodity trading. hedging and storage activities, typically require us to provide
credit support for the obligations undertaken. We typically are required to provide parent company guarantees or
guarantees from a rated 1.5, affiliate to cover these obligations, and in turn we request parent guarantees, letters
of credit, bonds or cash to cover counterparty exposures. See “—The non-payment by customers under long-term
agreements for the purchase and sale of electricity could have a material adverse effect on our business, financial
condition or results of operations.”

Any unavailability of such credit support or a decline in the creditworthiness of our U.S. subsidiaries
providing such credit support could hinder our ability to engage in such United States market activities and
consequently could have a material adverse effect on our business, financial condition or results of operations.

The non-payment by customers under long-term agreements for the purchase and sale of electricity could
have a material adverse effect on our business, financial condition or results of operations.

We have long-term agreements for the purchase and sale of electricity in certain jurisdictions, such as the
United States and the United Kingdom. There can be no assurance that our customers will comply with their
contractual payment obligations, will not be subject to insolvency or liquidation proceedings during the term of
the relevant contracts, or that the credit support received from such customers will be sufficient 1o cover our
losses in the event of a failure to perform. Any significamt non-compliance or insolvency or liquidation of our
customers could have a matenal adverse effect on our business, financial condition or results of operations. Sce
“Business.”

Our development activities and operations are subject to environmental regulation and risks from
environmental, safety and other hazards and our operations are susceptible to industrial accidents and
malicious acts.

We are subject to various safety and environmental protection laws and regulations in each of the
jurisdictions in which we operate. Certain aspects of our business activities are inherently hazardous, including
the operation and maintenance of wind turbine generators, gas fired generation equipment and the storage of
natural gas. Additionally, certain products and by-products used or generated in our operations may be hazardous
or potertially hazardous. We are subject to certain laws and regulations designed to control hazardous activities
and land uses, prevent and control pollution and restore and protect wildlife and the quality of the environment.
Such laws and regulations govern, and require us to obtain and maintain permits and approvals and implement
required environmental, health and safety programs and procedures to control risks associated with the siting,
construction, operation and closure of energy production and gas storage facilities and may increase the timing,
cost and difficulty associated with such business activities. See “Regulatory.™

Our power plants and gas storage facilities may be susceptible to industrial accidents and employees or third
parties may suffer bodily injury as a result of such accidents. Additionally, our plants, facilities and employees
may be susceptible to harm from events outside the ordinary course of business including natural disasters,
catastrophic accidents and malicious ucts such as assaults, sabotage or terrorism. Such accidents or events could
cause severe damage to our plants and facilities, requiring extensive repair or the replacement of costly
equipment and may limit our ability to operate and generate income from such facilities for a period of time.
Such incidents could also cause significant damage to natural resources or property belonging to third parties, or
personal injuries, which could lead to significant claims against us and our subsidiaries. Insurance coverage may
become unavailable or insufficient to cover losses or liabilities related to centain of these risks.

Further, the consequences of these events may create environmental or health hazards and pollution and
may be a nuisance to neighboring residents. We may be required to pay damages, clean up environmental
damage or be required to shut down plants in order to comply with environmental or health and safety
regulations. Environmental laws in certain jurisdictions in which we operate, including the United States, impose
liability, including liability without regard to fault, for releases of hazardous substances into the environment and
we could be liable under these laws and regulations at current and former facilities and third party sites.
Violations of environmental laws in certain jurisdictions may also result in criminal penalties, including, in the
United States, with respect to certain violations of laws protecting migratory birds and endangered species.

We, like many of our competitors, have incurred, and will continve to incur capital and operating
expenditures and other costs in the ordinary course of business in complying with safety and environmental laws
and regulations in the jurisdictions in which we operate. Although we do not currently anticipate any significant
capital expenditures in respect of environmental regulations outside of the ordinary course of business, we can
provide no assurance that such significant capital expenditures will not be incurred or required in the fulure.
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Additionally, we may incur costs outside of the ordinary course of business to compensate for any environmental
or other harm caused by our facilities or to repair damages resulting from any accident or act of sabotage
suffered, which may have a material adverse effect on our business, financial condition or results of operation.

We may be subject to enhanced regulatory scrutiny for certain affiliate transactions.

In June 2007, Iberdrola, S.A. entered into an agreement to acquire Energy East, an integrated utility with
retail electricity and gas customers in the Northeastern United States. Following the announcement of this
acquisition, we are required to comply with the FERC code of conduct rules with respect to transactions
involving Energy East and may be required 1o comply with similar state rules after the consummation of the
transaction. See “Regulatory—United Siates—Electricity Generation,”

The loss of certain of our senior management or key employees may adversely affect our ability te implement
our strategy.

We are dependent on our skilled and experienced management team in Spain, the United States and the
United Kingdom and the loss of certain key exccutives or several or many local managers could have a negative
impact on our operations. Our management may terminate their contracts following designated notice periods
which vary by jurisdiction. Most key management employees in the United Kingdom and the United States are
restricted from competing with us or soliciting our clients, customers, suppliers and employees post termination
of employment for a certain period of time: however, the enforceability of such provisions cannot be guaranteed.

We also depend on our ability to retain and motivate key employees and attract qualified new employees in
order to meet our business objectives. Inability to attract and retain sufficient technical and managerial personnel
could limit or delay our development efforts, which could have a material adverse effect on our business,
financial condition or results of operations.

As the principal shareholder, Iberdrola, S.A. will continue to exercise significant control over us after the
Offering and its interests may differ from the interests of our new shareholders.

Upon completion of the Offering, Iberdrola, S.A. will own, directly or indirectly, 81.8% of our issued share
capital if the Over-allotment Option is not exercised (or 80.0% if the Over-allotment Option is exercised in full).
As a resuli, Iberdrola, S.A. will have the ability to determine substantially all matters requiring approval by a
majority of our shareholders, including the declaration of dividends, the right to appoint a majority of the
members of our board of directors {(which makes the main decisions regarding our business and appoints the
chief executive officer), adoption of amendments to our bylaws, changes in share capital, as well as direct our
day-to-day operations. Iberdrola, S.A. will also have the ability 1o cavse or prevent a chunge in our control.

Furthermore, the interests of Iberdrola, S.A. may differ from our interests or the interests of other
shareholders of Iberdrola Renovables following the Offering. If the interests of Iberdrola, S.A. conflict with our
interests or the interests of our other shareholders. or if Iberdrola, S.A. engages in activilies or pursucs strategic
objectives that conflict with our interests or the interest of other shareholders, we and other shareholders could be
disadvantaged. We have entered into the Framework Agreement with Tberdrola, S.A. to govern our relationships
and conflict procedures. The Framework Agreement establishes, among other things, the scope of each
company’s activities in an attempt to prevent and resolve conflicts of interest. Notwithstanding the foregoing, we
can provide no assurance that such Framework Agreement will be successfully implemented or that we will be
able to successfully resolve any conflicts of inicrest with Tberdrola, $.A, See “—Our operational and financial
relationships with Iberdrola, S.A. may be terminated and we may not be able to enter into financing and
operational agreements with third parttes on similar terms or at all.”

Our operational and financial relationships with tberdrola, S.A. may be terminated and we may not be able to
enter intp financing and operational agreements with third parties on similar terms or at all.

After the Offering, we will continue to depend in part on Iberdrola, $.A. for the further development and
operation of our business.

Under the Framework Agreement, Iberdrola, S.A. may provide us with corporate, technical, engineering,
management support and other services and we may perform any kind of work for or sell energy or any kinds of
goods to Iberdrola, S.A. and its subsidiaries. We have agreed to review the current operational and financial
relationships in order to adapt them to the. Framework Agreement within six months from the effective date of
the Framework Agreement. We have also agreed to negotiate with Iberdrola, S.A. for any work, products or
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services on market terms. The Framework Agreement cstablishes, among other things, a related party
transactions committee of our board of directors (consisting of a majority of independent directors), which will
review and determine whether to authorize (subject, in certain circumstances to full board of director
authorization} the majority of related party transactions and determine whether existing related party transactions
may continue. See “Related Party Transactions” and “Board of Directors and Management—Board of Directors.”
The Framework Agreement will remain in effect for as long as Iberdrola, S.A. is the direct or indirect holder of a
majority of our share capital or as long as Iberdrola, S.A. has appointed a majority of our directors. There can be
no assurance that Iberdrola. S.A. will maintain a majority interest in our shares or that the majority of our
directors will continue to be appointed by Iberdrola, S.A. Upon termination of agreements entered into pursuant
to the Framework Agreement, Iberdrola, S.A. will no longer be obligated to provide services at market terms to
us, or agree to pay for any services we provided to it under the Framework Agreement, and we may be required
to enter into an agreement with another provider or assume responsibility of such services ourselves. We can
provide no assurance that we will be able to enter into such alternative agreements on acceptable terms or at all.

We further benefit from the use of the “Iberdrola™ trademark and brand name and logo to distinguish our
services from those of our competitors. We entered into a non-exclusive trademark and domain name license
agreement with Tberdrola, S.A. for the right to use the “Iberdrola™ trademark and domain name and the
“ScottishPower Renewables™ rademark (application currently pending) for our renewable energy businesses and
complementary or accessory activities. In the event that Iberdrola, S.A. elects to terminate the trademark
agreement upen our breach of default under the rademark agreement or in the event the Framework Agreement
is no longer in effect, we could be forced to re-brand our business und services which could result in a loss of
brand recognition and customers and could require us to devole significant resources to advertising and
marketing a new brand. In addition, any negative publicity attributable to Iberdrola, S.A. that may materially
damage the reputation of the brand could have a material adverse effect on our business.

We also benefit from financing provided by Iberdrola, S.A., our primary lender at market rates. Therdrola, S.A.
may not continue to extend credit to us al market rates or at all, which would require us 10 increase our debt from third
party providers, which may not be on acceptable terms. In addition, certain of our financing agreements contain early
redemption clauses that would apply if Iherdrola, S.A. were to reduce its equity holding in our share capital, if we were
to modify our corporate name or if we were to fail to pay any amount of our other financial obligations on the due date.

_ If Iberdrola, S.A. were to terminate these financing agreements or withdraw its equity participation, these events could
have a material adverse effect on our business, financial condition or results of operations.

Under the Framework Agreement, our parent company Iberdrola, S.A. has the right 1o compete in the global
gas business outside of the defined PPM Energy business plan and lberdrola, 5.A. has a right of first refusal
with respect lo investmen! opporiunities related to the gas business, which may give rise to potential conflicts
af fnterest.

Under the Framework Agreement, Iberdrola, S.A. has exclusive worldwide rights to the development,
exploitation and sale and purchase (either of assets or companies) of activities related to the nawral gas business.
We have non-exclusive rights to operate in the gas business in the United States according to PPM Energy's
business plan and according 1o a business plan to be prepared by our related parties commitlee and approved by
our board of directors. We must inform Iberdrola, S.A, of any apportunities related to the gas business apart from
our current gas activities which we identify, for which Tberdrola, S.A. has a right of first refusal to evaluate and
act upon the opportunity. See “Related Party Transactions™ and “Board of Directors and Management—Board of
Directors.” We can provide no assurance that any potential conflicts of interest with Iberdrola, S.A. will be
resolved in our favor or that we will be able to act on any potentially beneficial investment opportunities that we
identify apart from our current gas activities.

We have historically and intend to continie to finance our operations primarily through demand debt from
our parent, Iberdrola, S.A.

Our parent has provided significant financial support to us and we expect it to continue doing so. Iberdrola,
S.A. has funded us through short-term lines of credit established pursuant to current account agreements.
Additionally, on November 20, 2007, we entered into a credit facility agreement with Iherdrola, S.A. (the “2007
Iberdrola, S.A. Loan Agreecment™) which terminates in 2014 under which we may borrow up to €2.0 billion in
euro, U.S. dollar and sterling to refinance debt owed to Iberdrola, S.A. und payable in 2008 under the new current
account agreements with Iberdrola, S.A. entered into on November 2, 2007 (the “New Current Account
Agreements”). We expect that amounts borrowed from Iberdrola, S.A. in 2008 under the New Current Account
Agreements will be refinanced quarterly and transferred to the 2007 lberdrola, S.A. Loan Agreement and it is
anticipated that any balance owed under the New Current Account Agreements during any future fiscal year may
similarly be refinanced under subsequent long-term agreements entered into with Iberdrola, S.A. The New
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Current Account Agreements may be terminated upon 15 days notice and all principal and interest owtstanding
under the New Current Account Agreements would need 10 be paid at the end of such fifteen days’ notice. The
2007 Iberdrola, S.A. Loun Agreement is payable upon termination in 2014 or earlier upon certain events of
default. As of September 30, 2007, the aggregate balance under the New Current Account Agreements was
approximately €2,803.4 million and the principal and interest outstanding under a long-term loan agreement
beiween our subsidiary, Iberdrola Energias Renovables de Castilla La Mancha, S.A.U. and Iberdrola, S.A.
amounted to €377.1 million. Our total indebledness owed to Iberdrola, S.A. on a pro forma basis as of September
30, 2007 was €3,753.0 million. The purpose of the Offering is to facilitate the financing of our development
plans, We intend to use the net proceeds of the Offering to repay substantially all of our indebtedness we owe to
Iberdrola, S.A. There can be no assurance that Iberdrola, S.A. will not terminate any of the New Current Account
Agreements or the 2007 Iberdrola, S.A. Loan Agreement and demand all amounts outstanding to be due and
payable, including accrued and unpaid interest and other ancillary amounts. There can be no assurance that we
will be able to obtain the funds necessary to repay such amounts or to finance our continuing operations. See
“Related Parties—Iberdrola, S.A.—Financing Agreements™ and “Capitalization.”

We are party to certain litigation.

In the ordinary course of business, we have been, and may from time to time in the future be named, as a
defendant in legal actions, claims and disputes in connection with our business activities. These actions may
include environmental claims, employment-reluted claims and contractual disputes or claims for personal injury
or property damage that occur in connection with services performed relating to project or construction sites, or
actions by regulatory or tax authorities. Any material litigation could have adverse financial consequences for us
and we may not have adequately reserved for any potential Josses associated with litigation not otherwise
covered by insurunce. Additionally, sny negative outcome with respect to any legal actions in which we are
involved in the future could adversely affect our reputation. See “Business—Legal Matters.”

We may be obligated to dismantle installations and remove turbines upon contract expiration.

In certain jurisdictions, we may be under a legal and/or contractual obligation to dismantle our power plants
and restore the site at the end of our operating term, which may require the posting of a security to secure such
obligations. We believe that the costs of dismantling will be covered by the residual value of such equipment, but
can provide no such assurance. Therefore, any significant increase in dismantling costs could have a material
adverse effect on our business, financial condition and results of operations.

We may be requiired to obtain municipal permits and licenses in Spain for our electricity generation facilities
and/or adapt such facilities to obtain such permits.

The construction and implementation of electricity generation facilities, including wind farms, generally
requires obtaining certain municipal permits and licenses, such as construction permits, work licenses and
activity licenses, among others. The system for obtaining such permits and licenses varies by country by region
and by municipality, and certain countries and regions and municipalities may deny or delay granting a permit or
license for a variety of reasons. In Spain, although we have the necessary licenses for the majority of our
facilities, we have not obtained or do not maintain all the necessary documentation for all the municipal permits
and licenses for certain of our electricity generation facilities (particularly for the older mini-hydro facilities).
There can be no assurance that a municipal authority would not initiate procedures to require us to obtain a
specific license. Such procedures could involve adapting our fucilities to established town and land-use
requirements or to prevention, security and safety requirements applicable to power stations. If we are unable to
obtain the requisitc municipal permits or licenses or adapt a particular facility as required, an order could be
issued by the relevant municipal authority to close the facility or take other measures. See “Regulatory—Spain—
Authorizations and administrative procedures.”

Risks Relating to the Presentation of Financial Information

There are no consolidated financial statements available for the group of subsidiaries which now comprise
our business and the historical Iberdrola Renovables financial statements will not be comparable across
Suture periods due to the recent and significant acquisition of the ScottishPower Asseis, making it difficult to
assess our business and prospects.

We acquired the ScottishPower Assets from our principal shareholder Iberdrola, S.A. pursuant to a capital
increase and we began operations as the current group of businesses on October 3, 2007. As a result of this
integration, we have a limited operating history for the integrated businesses and we have no historical
consolidated financial statements for the current group of businesses. Therefore, our historical financial data
(which does not include the ScottishPower Assets) will not be comparable across future periods and is not
indicative of our future results of operations, financial condition and cash flows.
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The unaudited pro forma financial information presented in this offering memorandum may not be indicative
af future results of operations for the combined ScottishPower Assets and Iberdrola Renovables Group.

The unaudited pro forma financial information for the year ended December 31, 2006 and as of and for the
nine months ended September 30, 2007 included elsewhere in this offering memorandum have been prepared for
illustrative purposes only and present the pro forma consolidation of the balance sheets and income statements
derived from (i) the year ended December 31, 2006 audited and nine months ended September 30, 2007
unaudited balance sheets and income statements of Iherdrola Renovables, (ii) the year ended March 31, 2007
audited and nine months ended September 30, 2007 unaudited balance sheets and income statements of SPHI and
(iii) the unaudited balance sheets data and unaudited consolidated income statement data of the 10 U.K. Wind
Companies that comprise the SP UK Assets, in each case as if the acquisition of the ScottishPower Assets had
been completed on Janvary 1, 2006 and January 1, 2007, respectively. The unaudited pro forma financial
information docs not purport to represent what our results of operations or financial condition actually would
have been if such acquisitions and the capital increase had occurred as of January 1, 2006 and January 1, 2007,
respectively, nor does it purport to project our results of operations for any future period or our financial
condition at any future date, and does not reflect any adjustment to liabilities for restructuring or the impact of
any potential synergies deriving from the Acquisition. The unaudited pro forma financial information also does
not include any additional overhead costs that might arise as a result of the Acquisition with respect 1o the SP UK
Assets, nor does it include any adjustment related to the costs of the non-cash contribution paid in respect of the
Acquisition.

The consolidated financial information for the SP UK Assets under UK. GAAP differs from the unaudited
aggregated financial information reflected in “SP UK Assets Discussion and Analysis of Financial Information”
included elsewhere in this offering memorandum as the vnaudited aggregated financial information does not
represent a proper consolidation in accordance with UK. GAAP or IFRS. For a description of the method of
aggregation used to prepare a financial information see “Index to Financial Statements—Description of
preparation of Unaudited Aggregation of Financial Data of the 10 U.K. Wind Companies Comprising the SP UK
Assets” and for a discussion of certain limitations inherent in this aggregation see “SP UK Assets Discussion and
Analysis of Financial Information.” '

Further, the December 31, 2006 unaudited pro forma financial information includes the respective last full
fiscal year of each of Iberdrola Renovables, which has a fiscal year ended December 31, 2006 and SPHI and the
10 UK. Wind Companies, which, except for CeltPower Lid. (which had a December 31, 2006 fiscal year end)
and Morecambe (dormant for such year), each had a fiscal year or fiscal period ended March 31, 2007. As such,
because the financial information of the ScottishPower Assets has not been calendarized in the unaudited pro
forma financial information and because the last full fiscal year financial information for each of Iberdrola
Renovables and the ScottishPower Assets do not cover identical twelve month periods, such financial
information may not be indicative of combined future results for our business due 1o differences in market,
weather and other factors between the different twelve month periods. The differing financial calendars for-the.
group businesses also limits the comparability of our current financial performance following the integration of
the ScottishPower Assets with the historical financial performance of Iberdrola Renovables. The September 30,
2007 unaudited pro forma financial information includes the interim period as of and for the nine months from
January 1, 2007 te Scptember 30, 2007 for both Iberdrola Renovables and the ScottishPower Assets.

Additionally, the interim unaudited pro forma financial information for the nine months from Janvary 1,
2007 through Scptember 30, 2007 includes, except in the case of CeltPower, the same financiad information from
the three months ended March 31, 2007 for the ScotiishPower Assets which is also included in the pro forma
financial information for the year ended December 31, 2006. Further, none of the balance sheets and income
statements of Iberdrola Renovables, SPHI or the 10 UK. Wind Companies as of and for the nine months ended
September 30, 2007, as used in the preparation of the unaudited pro forma financial information as of and for the

"nine months ended September 30, 2007, have becn audited.

In addition, no adjustments were required to be made to the financial information of the SP UK Assets
which was consolidated under U.K. GAAP to consolidate such financial information under IFRS for the purposes
of preparing the unaudited pro forma financial information of the Iberdrola Renovables Group. Further, the
financial statements of SPHI used in the preparation of the unaudited pro forma financial information have been
prepared under U.S. GAAP and the unaudited pro forma financial information includes certain pro forma IFRS
and other adjustments.

As a result of the above, the unaudited pro forma financial information presented in this offering
memorandum should net be relied on as indicative of future results of operations for the combined ScottishPower
and Iberdrola Renovables Group, and investors are cautioned against placing undue reliance on the unandited pro
forma financial information,
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See “Presentation of Financial and Other Infonnation™ and “Acquisition and Unaudited Pro Forma Financial
Information,”

Certain financial information presented elsewhere in this offering memorandum is unaudited.

The consolidated financtal information as of and for the year ended December 31, 2004 of Iberdrola
Renovables included elsewhere in this offering memorandum has not been audited. We were not required by
Spanish accounting principles to produce separate audited financial statements as of and for the year ended
December 31, 2004 because our financial statements were consolidated under the financial statements of our
parent company, Iberdrota, $.A. Qur unaudited financial information as of and for the year ended December 31,
2004 was prepared by applying the IFRS adopted by the European Union in effect at December 31, 2005 and is
included in the consolidated financial statements for the year ended December 31, 2005 for comparative purposes
only. See “Presentation of Financial and Other Information.” In addition, the consclidated condensed financial
statements of Tberdrola Renovables as of and for the nine months ended September 30, 2007, and the
consolidated condensed financial statements for the nine months ended September 30, 2006 included for
comparative purposes only, have not been audited.

The SP UK Asscts’ unaudited aggregated financial data presented elsewhere in this offering memorandum
and discussed in the section “SP UK Assets Discussion and Analysis of Financial Information.” does not
represent @ proper consolidation in accordance with U.K. GAAP and has not been audited. The SP UK Assets’
aggregated financial data and the standalone audited financial statements of the 10 U.K. Wind Companies and
the unaudited consolidation of the SP UK Assets financial information used to prepare the pro forma financial
information do not include certain central costs, specifically (i) pipeline development costs and (ii) costs of
certain support services provided by affiliates and parent companies, including finance, human resources, legal,
information technologies, office accommodation, system support and other administrative expenses. We do not
consider these central costs to be significant in relation to our total pro forma operating results. Therefore, the
line item “net operating expenses” does not include all expenses associated with the SP UK Assets for the
periods presented and may not be indicative of future performance or results of operations. The Iberdrola
Renovables Group will however incur the operating expenses related to those services going forward. Moreover,
the unaudited aggregated financial data of the SP UK Assets for the years ended March 31, 2007 differs from the
unaudited consolidation of the SP UK Assets financial information used to prepare the pro forma financial
information for the Iberdrola Renovables Group. See “Acquisition and Unaudited Pro Forma Financial
Information™ and “Index to Financial Statements—10 U.K. Wind Companies Comprising the SP UK Assets.”
Additionally, the financial statements as of QOctober 31, 2005 of one of the 10 U.K. Wind Companies, WolfBog
Wind Farm Limited, are not audited and such statements include a balance sheet only, as the company received.
no income and incurred no expenditure not recognized any gains or losses in the year ended October 31, 2003,

There are no six-month interim financial statements available for SPH1 or the 5P UK Assets.

SPHI and the ‘10 U.K. Wind Companies comprising the SP UK Assets are not required to and have not
prepared interim financial statements for the six-month period from March 31, 2007 through September 30, 2007
or for the corresponding interim period in the prior year. Although presentation of interim financial information
is customary, such information has not been prepared and therefore is not included in this offering memorandum.
Therefore no discussion and comparison of interim periods is presented in the sections “SPHI Discussion and
Analysis of Financiat Condition and Results of Operations™ and “SP UK Assets Discussion and Analysis of
Financiat Information,” and no discussion of any potential trends is available for SPHI or the SP UK Assets for
such interim period. Interim financial information for SPHI or the SP UK Assets for the nine months from
January 1, 2007 to September 30, 2007, as used in the preparation of the pro forma financial informatton as of
and for the nine months ended September 30, 2007, is presented in the section “Acquisition and Unaudited Pro
Forma Financial Information.” However, because we have not prepared and do not present corresponding prior
year interim financial information for SPHI or the SP UK Assets as of and for the nine months ended
September 30, 2006, it is not possible to compare the nine month interim periods to assess any potential financial
or operational trends for SPHI and the SP UK Assets.

This affering memorandum includes financial statements prepared in curo, dollars and sterling under 1FRS,
U.S. GAAP and U.K. GAAP, respectively, and a discussion of our results of operations under IFRS, U.S.
GAAP and UK. GAAP, respectively, which differ in certain material respects.

This offering memorandum includes financial statements and other financial information of Iberdrola
Renovables prepared and presented in accordance with TFRS, and the discussion and analysis of our financial
condition and results of operations is based on our audited consolidated financial statements and unaudited
consolidated interim financial statements, in each case prepared under IFRS and presented in euro. The financial
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statements for SPHI have been prepared in accordance with U.S. GAAP and the financial statements for each of
the 10 U.K. Wind Companies that make up the SP UK Assets have been prepared in accordance with UK.
GAAP. The discusston and analysis of the financial condition and results of operation of SPHI and the discussion
and analysis of aggregated financial data of the SP UK Assets are based on such information presented in U.S.
dollars and sterling, respectively. IFRS, U.S. GAAP and UK. GAAP differ in cerain respects. This offering
memorandum does not include any reconciliation to IFRS presented in curos of the financial staternents and other
financial information prepared and presented in accordance with U.S. GAAP or UK, GAAP, It is possible that
reconciliation or other qualitative or quantitative analysis would identify material differences between the
financial statements and other financial information of SPHI and the SP UK Assets if they had been prepared in
accordance with IFRS. You should consult your own accounting advisers for an understanding of the differences
between IFRS, U.S. GAAP and UK. GAAP and how those differences might affect the financial statements and
other financial information presented in this offering memorandum.

Risks Relating to the Offering

Sales of a substantial number of shares in the public market following the Offering could cause our share
price to decline.

Sales of a substantial number of our shares in the public market following the Offering, or the perception
that such sale could occur, could adversely affect the market price of our shares.

Following the Offering, Iberdrola, S.A. will own, directly or indirectly, 81.8% of our issued share capital if
the Over-allotment Option is not exercised (or 80.0% if the Over-allotment Option is exercised in full). Subject
to certain exceptions, including certain issuances of shares and pursuant to share incentive plans we, Iberdrola,
S.A. and Iberdrola Generacién have agreed with the Joint Global Coordinators, for a period commencing on the
date of this offering memorandum and ending 180 days after the shares are listed on the Spanish stock
exchanges, without the prior written consent of the Joint Global Coordinators (whose consent cannot be withheld
without justification}, not to agree to the issue of, or to issue, offer, pledge, sell, contract to sell, sell an option or
a contract lo buy, purchase a sale option or contract to sell, grant an option, right or guarantee of purchase,
pledge, lend or otherwise dispose of or transfer, dircetly or indirectly, our shares or securities convertible into,

" exercisable to obtain or exchungeable for our shares, warrants or any other instruments that may grant a right 10

subscribe for or acquire shares, nor, directly or indirectly undertake any transaction that could have an effect
similar to the foregoing; or enter into any swap contract or other contracts or transactions by viriue of which the
economic effects of ownership of our shares are transferred in whole or in part, directly or indirectly, as further
described in “Plan of Distribution—Lock-Up Periods.”

After the expiration of the specified lock-up period, Iberdrola, S.A. could sell its shares and we could issue
new shares in public or private transactions. Although Iberdrola, S.A. has not indicated that it has any current
intention of selling all or some of the shares it will hold after the Offering, any such sales, or any issuances of
new shares by us, may affect our share price.

There is no prior trading markel for our shares.

Prior to admission to trading on the Spanish stock exchanges, there has been no public market for our
shares. The Offering Price of the shares in the Offering will be determined by us and the Joint Global
Coordinators based on, among other things, market and economic conditions on the date the Offering Price is
determined, our revenues and earnings, market valuations of other companies engaged in similar activities, the
present state of our business operations, our management, indications of interest from potential investors in the
shares and other factors deemed relevant. We can provide no assurance that the Offering Price will accurately
reflect the market price of the shares following the Offering, nor can we provide assurance that an active trading
market for the shares will develop or be sustained. If an active trading market does not develop, the liquidity and
trading price of the shares could be affected. Purchasers in the Offering could experience immediate dilution,
representing the difference between the offer price per share and the net tangible book value per share adjusted
for the Offering. See “Dilution.” In addition, the price range and share price have been determined without the
use of an independent valuation.

The market price of our shares may be volatile and investors may not be able to resell their shares at or above
the price they paid.

Stock markets have experienced significant price fluctuations in recent years, which often have been
unrelated to the operating performance of the specific companies whose shares are traded. Market fluctuations, as
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well as economic conditions, may adversely affect the price of our shares. The market price of our shares after
the Offering may be volatile. and may be affected by varions factors related to us, our competitors, general
cconomic conditions or market conditions specific to the renewable energy industry.

In addition. the trading price of the shares may be significantly offected due to performance and industry
factors, such as variations in our revenues and the earnings of our competitors over successive periods of time,
announcements by competitors or other companies active in similar businesses and/or announcements concerning
the renewable encrgy sector, including those in relation to the financial and operational performance of these
companies, or technological changes in this sector, negative publicity, changes in our shareholding structure, our
management team or key personnel or other factors.

Shareholders outside of Spain may not be able to exercise preferential rights.

As permitted under Spanish law, shareholders have waivable preferential rights to subscribe on a pro rata
basis for cash issuances of new shares or other securities that give rights 1o subscribe for new shares. However,
subject to restrictions and regulations in their respective jurisdictions, non-Spanish shareholders may not be able
to exercise their preferential subscription rights. For example, unless a registration statement under the Securities
Act is made effective or an exemption from the registration requirements of the Securities Act is available,
shareholders who are U.S. persons (as defined in Regulation S) will not be able to exercise their preferential
subscription rights. There can be no assurance that we will file a registration statement in such circumstances or
that, if filed, it will be declared effective or that a relevant exemption will be available to U.S. shareholders. If a
U.S. sharcholder or other non-Spanish shareholder cannot exercise their preferential subscription rights, the
ownership intercst of such shareholder may be diluted.

Shareholders in countries with currencies other than the eure face additional investment risk from currency
exchange rate fluctuations in connection with their holding of our shares.

Our shares will be quoted in euro and admitted 10 trading in curo and any future payments of dividends on
our shares will be denominated in euro. The euro has recently fluctuated significantly in value against major
world currencies, including the U.S. dollar. The U.S. dollar or other currency equivalent received in connection
with any sale of our shares or payment of dividends could be adverscly affected by the depreciation of the euro
against the U.S. dollar or other currencies.
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USE OF PROCEEDS

We cstimate the net procecds from the Offering, after deducting fees and commissions and estimated
expenses of the Offering, will be npproximately €4,371.8 million based on the Offering Price of €5.30 per share.

The purpose of the Offering is to facilitate the financing of our development plans. We intend to use the net
proceeds of the Offering to repay substantially all of our indebtedness we owe to our parent company
and principal shareholder, Iberdrola, S.A. which, on a pro forma basis as of September 30. 2007 was
£3,753.0 million. See “Principal Shareholder” and “Related Party Transactions.”
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CAPITALIZATION

The following table sets forth our cash and cash cquivalents. short-term financial debt, long-term financial
debt, capital instruments with debi-like characteristics and equity as of September 30, 2007, (i) of Iberdrola
Renovables on an actual basis as of September 30, 2007, (ii) as adjusted to give effect to the Acquisition Capital
Increase on October 3, 2007, the impact of the harmonization accounting and the pro forma adjustments, and the
Loan Capital Increase dated November 5, 2007 as described in the “Acquisition and Unaudited Pro Forma
Financial Information™ and (iii) as adjusted for the Offering afier the capital increase and prior to the application
of the proceeds, based on the Offering Price of €5.30 per share. See “Use of Proceeds™ for a description of how
we intend to apply the proceeds.

You should read this table in conjunction with the sections entitled “Selected Consolidated Historical
Financial and Other Data,” “Acquisition and Unaudited Pro Forma Financial Information,” “Management's
Discussion and Analysis of our Financial Condition and Results of Operations,” “SPHI Discussion and Analysis
of Financial Condition and Results of Operations,” “SP UK Assets Discussion and Analysis of Financial
Information™ and our financial statecments and the related notes included elsewhere in this offering memorandum.

As of September 30, 2007

As adjusted for
the Acquisition
Capital Increase

and the Loan As adjusted for
Actual Capital Increasel? the Offering
(€in millions)
Cash and cash equivalents ............................. 121.7 37173 _4,749.1
Shon-term Ninancial debt ... L 2,945.5 3,665.4 3,665.4
Iberdrola, S.A. Groupdebt ............................ 2,803.4 3,3531@ 3,353.1
Other Indebtedness ..................o i, 142.0 312.3 3123
Long-term financiatdebt ............. ... . ... .. ... 9424 1,171.9 1,171.9
Iberdrola, S.A. Groupdebt ............................ 3771 3999 399.9
Other Indebtedness ... ..............o i, 565.3 772.0 772.0
Total financialdebt ........... ... ... ... .. ....... 3,8879 4,837.3 48373
Total net financialdebt ... ... .. ................ 3,766.23) 4,460.0¢0 88.2(9
Capital instrument with debt-like characteristics ..... — 550.6 550.6
Shareholders’ equity .....................ccc 648.3 6,625.3® 10,997.1
MDY IMETESES . .ov it as 77.0 ﬂ __I(E_'l‘_
Totalequity .......... ... .. ... .. 725.3 6,731.0 11,102.8
Total capitalization 4,491.5 11,741.6 11,741.6

(1) The adjustments below are further described in the vnaudited pro forma balance sheet as of September 30, 2007 and the notes related to
the adjustments thereto. See “Acquisition and Unaudited Pro Forma Financial Information.”

(2) Includes an adjustment related to a capital increase in conrnection with the Iberdrola, 8.A. Group loun paydown (€678.6 million}.
(3) Does not reflect €1 1.0 million of financial derivatives which would decrease net debt to €3,755.1 million.

(4) Does not reflect €11.0 million of financial derivatives which would decrease net debt to €2,449.0 million.

(5) Does not reflect €11.0 million of financial derivatives which would decrease net debt to €77.2 million,

(6 Reflects (i) a positive adjustment from the nominal capital and 1he capital surplus of the Acquisition Capital Increase (€4,779.4 million);
(ii) a positive adjustment from the nominal capital and the capital surplus of the Loan Capital Increase (€678.6 million); (iii} a positive
adjustment for the surplus in the amount of the ScouishPower Comibution compared to the amount specified in the public deed
(€468.7 million); (iv) a positive adjustment from the hanmonized profit for the year attributable to equity holders of SPHI and the SP UK
Assets and other adjustments (€34.7 miltion); and (v) other minor positive adjustments (€15.5 million).
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DILUTION

As of September 30, 2007, we had a pro forma net book value, defined as total shareholders’ equity
excluding minority interests, under IFRS, of €6,625.3 million or a net book value of €1.96 per share, based on
3,379.251,920 shares, the number of shares outstanding pro forma as of September 30, 2007. The net book value,
after giving effect to the Offering, would be €2.60 per share based on the Offering Price of €5.30 per share.

The immediate dilution to purchasers of the shares in the Offering would be €2.70 per share, representing
50.9% of the Offering Price. Dilution, for this purpose, represents the difference between the Offering Price per
share and the pro forma net book value per share adjusted for the Offering.

Iberdrola, S.A., in its capacity as our sole shareholder, has waived its preemptive subscription right under
Spanish law, As a result, assuming that the Offering is fully subscribed by third parties, Iberdrola, $.A.’s interest
would be diluted by 80.0% of our share capital resulting from the capital increase assuming full exercise of the
Over-allotment Option and 81.8% assuming the Over-allotment Option is not exercised. See “Principal
Shareholder.”
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DIVIDENDS AND DIVIDEND POLICY

Payment of dividends is proposed by the board of directors and must be authorized by our shareholders at a
general shareholders’ meeting. Holders of shares participate in such dividends for each year from the date such
dividends are agrecd by a general shareholders® meeting. For further description of the conditicns under which
we may declare dividends under Spanish law and our bylaws see "Description of Share Capital,”

Our historical dividend payments to our sole shareholder, Iberdrola, 8.A., in 2005, 2006 and 2007 were
€14.3 million, €35.9 million and €97.1 million, respectively, in respect of the fiscal years ended December 31,
2004, 2005 and 2006, respectively.

We do not expect to pay dividends in respect of the fiscal year ending December 31, 2007. Our board of
directors has adopted a dividend policy whereby the board proposes at a general meeting of shareholders the
payment and amount of any future dividend based on the board's assessment of factors such as owr business
development, growth strategy and financing needs. Based on such factors and in accordance with our general
dividend policy, we expect 10 declare and pay dividends of bctween 20% and 25% of our profit for the year
atiributable to equity holders, beginning in respect of the fiscal yeur ended December 31, 2008. There can be no
assurance that in any given year a dividend will be proposed or declared. Any dividends paid in the future will be
subject to tax under Spanish law. See “Taxation—Spanish Tax Considerations.”
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INDUSTRY

Certain of the projections and other information set forth in this section “Industry” have been derived from
external sources including “Global Wind Energy Markets 2007-2015," March 2007, “US Wind Power Markets
and Strategies, 2007—2015," June 2007; and “European Wind Power Markets and Strategies,
2007—2015," June 2007 by Emerging Energy Research, LLC (“EER") and *“International Wind Energy
Development, World Market Update 2006,” March 2007 by BTM Consult ApS (“BTM"}, among others. The
industry publications prepared by EER include ceriain projections based upon a low-growth scenario, a base
case scenario and a high-growth scenario, and all EER projections included below and elsewhere in this offering
memorandum have been taken from the base case scenario and include offshore installed wind capacity when
applicable. Indusiry publications generally state that the information they contain has been obtained from
sources believed to be reliable, but that the accuracy and completeness of such information is not guaranteed.
Market research, while believed to be reliable by us for the purposes of this offering memorandum and
accurately reproduced, has not been independently verified.

The projections and forward-looking statements in this secifon are not guarantees of future performance
and actual events and circumstances could differ materially from current expectations. Numerous factors could
cause or contribute 1o such differences. See "Risk Factors™ and “Forward-Looking Statements.”

The Renewable Energy Industry

Renewable energy generation technologies include, among others, wind, solar (thermal and photovoltaic),
mini-hydre, biomass, wave and tidal. According to “World Energy Outlook 2007 by the International Energy
Agency, the share of renewable energy in the world electricity generation market has increased from 1.4% of the
world electricity generation market in 1990 to 2.2% in 2003, growing at a compound annual growth rate of 6.0%
from 1990 to 2005 while the world electricity generation market has grown at a rate of 2.9% during the same
period. The principal factors which contribute to increased demand for renewable energy development include:

*  concern over the security of energy supply in developed countries;
*  increased worldwide environmental awareness and concern for environmental sustainability; and

+  renewable energy technologies becoming more economically efficient.

Global Wind Power Market

Wind is the fastest growing rencwable energy technology in the world due 10 its cost efficiency, resource
availability and the maturity of the technology in comparison to other types of renewable energy technologies.
According to EER, global installed wind capacity grew at an annual rate of 24.8% from 2001 through 2006 to
bring cumulative installed capacity to 74,037 MW as of December 31, 2006. The 15,215 MW of additional
global wind capacity installed in 2006 (25.8% growth) set an industry record, notwithstanding wind turbine
supply constraints that restricted wind farm development. Certain of the primary turbine component suppliers
have expanded production capacity, which EER expects will permit higher growth levels in the future.

Based upon its base case scenario, EER expects global wind capacity to grow by 22.7% during 2007,
reaching an installed capacity of 90,808 MW. Global installed wind capacity is expected to increase at a
compound annual growth rate of 14.3% between 2007 and 2015, reaching 264,053 MW in 2015. Annual
additional capacity is expected to grow from alimost 17,000 MW in 2007 to over 24,000 MW in 2015.

The following table sets forth EER’s global and regional wind capacity growth expectations from 2007
through 2015,

Cumulative installed capacity CAGR
Actual Forecast Forecast
2006 2007 2008 2009 2010 2011 2012 2013 2014 205 2007-2015

(MW) (%)
Europe . ............. 48,452 56313 64594 74,025 83466 92922 102273 111,724 121,300 130816 11.1
Nonh America . ....... 13,106 17,552 22998 28407 33627 38966 44667 50447 56,552 61,957 i7.3
Asia Pacific .......... FL553 15774 19989 24,649 30,049 35799 42099 4B759 55769 62,929 18.9
Restof World ._...... 925 1,168 1.661 2.1 2,791 31516 4,331 5191 6,211 1,351 259
Total Capacity 74,037 90,808 109242 129,192 149933 171,203 193,370 216,121 239,832 264,053 14.3

Source: EER Murket Forecasts, Global Wind Energy Markets 2007.2015, Emerging Energy Research, Murch 2, 2007 (based upon the base
case scenario). .
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As of year end 2006, Europe represented 65.4% of global installed wind capacity but, according to EER, in
the future the global wind power market will continue to diversify geographically from Europe to North America
and Asia Pacific. Going forward, North America and Asia Pacific are expected to experience greater growth in
relative terms than Europe.

Regional Wind Power Markets
Europe

Europe is the largest region in terms of installed capacity and is expected to achieve the highest growth in
installed capacity in absolute terms, although North America and Asia Pacific are expected to surpass Europe’s
growth in relative terms. In 2006, Europe experienced the greatest regional capacity growth, contributing 49.4%
of the additional global wind capacity installed in 2006, and reaching an installed capacity of 48,452 MW. The
European market surpassed previous growth expectations, primarily due to stronger than expected growth in
Germany and Spain, which had 2,207 MW and 1,587 MW of additional installed wind capacity in 2006,
respectively, and also due to strong growth in emerging European wind markets such as France and Portugal.

EER expects a cumulative installed capacity in Europe to grow at a rate of 16.2% during 2007, reaching an
installed capacity of 56,313 MW. EER also expects installed wind capacity in Europe to increase at a compound
annual growth rate of 11.1% between 2007 and 2015, reaching 130,816 MW in 2015. According to EER, due to
the rapid growth expected in the rest of the world, the European market will have 49.5% of the global installed
wind capacity in 2015, as compared to the 62.0% expected in 2007, The following table sets forth EER’s wind
capacity growth expectations for Europe on a country by country basis from 2007 through 2015,

Cumulative installed capacity CAGR
Actup! Forecast Forecast
2006 2007 2008 2 2010 2011 2012 2013 2014 2018 2007-2015

’ ) MW) (%)
Austria ............ 965 984 1004 1024 1,044 1,064 1,084 1,104 1,124 1,144 1.9
Balkans ............ 20 25 103 183 263 343 413 483 553 623 49.5
Baltics ............. 117 174 209 284 354 404 454 499 534 569 16.0
Belgium ........... 193 283 353 493 543 773 823 873 1.023 1,173 19.5
Bulgaria ........... 10 60 95 140 190 235 275 345 415 485 299
Czech Republic ..... 50 80 120 180 240 300 365 430 495 560 275
Denmark ........... 3,133 3,148 3,163 3378 31613 3,623 3,633 3.643 3,653 3,663 1.9
Finland ............ 90 125 170 215 260 305 350 395 440 485 185
France ............. 1480 2380 3355 4510 5635 6810 8,010 9,235 10,485 11,760 221
Gemany ........... 20,622 22422 24082 25682 27,157 28482 29707 30,797 31847 32847 4.9
Greece ...oovvninunn 745 945 1,165 1,405 1,665 1,945 2.245 2,555 2,865 3175 164
Hungary ........... 62 102 157 212 267 322 382 442 502 562 238
Ireland .. ........... 745 955 1105 1,205 1,305 1,405 1,505 1.605 1.805 2,005 9.7
Ialy ......... .00 2,123 2623 3173 3778 4458 5228 6,038 6,868 7.718 B.588 16.0
Netherlands . ........ 155 1,709 1,809 1,999 2049 2079 2,094 2,204 2214 2224 33
Norway ............ 315 365 415 495 615 765 965 1,365 1,765 2,165 249
Poland ............. 153 303 503 703 953 1,253 1.553 1,853 2,253, 2,653 3t2
Portugal ........... 1,716 2,441 3,191 3966 4716 5416 6,066 6,616 7,116 7,591 15.2
Romania ........... 3 14 26 61 101 16l 221 281 341 401 521
Russia . ............ 7 12 22 42 62 82 102 132 182 252 46.3
Spain.............. 1,614 13414 15464 17,764 20,119 22419 24669 26869 29,019  31.069 11.1
Sweden ............ 573 793 953 1,258 1.558 1,858 2,208 2,558 2,908 3,308 195
Turkey ...o.ooivnnn 51 166 296 426 566 706 856 1.006 1,166 1,326 297
UK ... 1,967 2662 3517 4467 5567 6967 8.067 9,367 10,667 11967 20.7
Ukraine . ........... 75 80 85 50 95 100 105 110 115 120 5.2
Others ...oovvvnnns 44 43 59 65 71 77 83 89 95 101 9.7
Total Europe 48,452 56313 . 64594 74025 83466 92922 102273 FNE724 0 121300 130816 11.1

Source: European Wind Power Markets and Strategies, 2007-2015, Emerging Energy Research, June 2007 (bused upon the base case
scenaric).

North America

North America added 3,238 MW of additional installed wind capacity during 2006 reaching an installed capacity
of 13,106 MW, led by the United States which added a record 2,454 MW or 16.1% of the additional global wind
capacity instailed in 2006 according to EER.

EER expects North American cumulative installed capacity to grow at a rate of 33.9% during 2007,
reaching an installed capacity of 17,552 MW. EER also expects installed wind capacity in North America to
increase at a compound annual growth rate of 17.3% between 2007 and 20135, reaching 62,957 MW in 2015,
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According to EER, the North American market wiil have 23.8% of the global installed wind capacity in 2015, as
compared to 19.3% in 2007. The fellowing table sets forth EER’s wind capacity growth expectations for North
America from 2007 through 2015.

Cumulative installed capacity CAGR
Actual Forecast Farecast
2006 2007 2008 2Ny 2000 2011 212 2013 2014 s 007-2015
{(MW) (%)
The US. ..ol 11,612 15211 19260 22885 26535 30,594 34918 39268 43,043 48918 15.7
Rest of North AmericaV .. 1494 2341 3738 5522 7,092 8372 9749 11,179 12609 14,039 25.1
Total North America’ ... 13,106 17,552 22998 28407 33627 38966 44,667 50447 56,552 62957 17.3

Source: US Wind Power Markets and Sirategies, 2007-2015, Emerging Energv Research, June, 2007; EER Marker Forecasis, Global Wind
Energy Markets 2007-2013, Emerging Energy Research, March 2, 2007 (based upon the buse cuse scenario).
{1} Does not include Mexico. ’

Asia Pacific

Asia Pacific added 3,987 MW of additional installed wind capacity during 2006, or 26.2% of the additional
global wind capacity installed in 2006, reaching an installed capacity of 11,553 MW led by strong growth in
China, according to EER.

EER expects cumulative installed capacity to grow at a rate of 36.5% during 2007, reaching an installed
capacity of 15,774 MW. EER also expects Asia Pacific’s installed wind capacity to increase at a compound
annual growth rate of 18.9% between 2007 and 2015, reaching 62,929 MW in 2015. According to EER, due to
expectations of continued growth in China, coupled with steady increases in Indian demand for wind povrer, the
Asia Pacific market will reach 23.8% of the global installed wind capacity in 2015 as compared to the 17.4%
expected in 2007, The following table set forth EER’s wind capacity growth expectations for Asia Pacific from
2007 through 2015,

Cumulative installed capacity . CAGR
Actual Forecast Forecast
2006 2007 2008 2000 2010 2011 2012 2013 2014 2015 2007.2015
(MW) (%e)
Total Asia Pacific ....... 11,553 15774 19989 24,649 30,049 35799 42099 48,759 55769 62,929 18.9

Source: EER Murket Forecusts, Global Wind Energy Markets 2007-2015, Emerging Energy Research, March 2, 2007 (bused upon the buse
cuse scenario). ’

Offshore vs. onshore

The development of offshore wind projects has evolved more slowly than onshore projects due to higher
operation and maintenance costs, larger required capital expenditures and larger minimum investment sizes
required to compensate for the associated large fixed costs. However, offshore wind energy technology continues
to mature and according to EER the European offshore wind market should increase its growth rate from 2009
onwards, when large-scale projects are scheduled to be completed in the United Kingdom, Germany and Sweden.
Currently, there is no offshore installed capacity in North America although it has a large potential. Whether
offshore potential will be developed in the United States will depend in part upon the development of a few
flagship projects. ‘

The following table sets forth EER’s wind capacity growth expectations for offshore wind installed capacity
from 2007 to 2015.

Cumulative offshore installed capacity CAGR
Actual Forecast Forccast
2006 2007 2008 2009 2010 2011 2002 2013 2014 2015 2047-2015
(MW) (%)
Europe ..........iiiiiiiiiiat 904 1,139 14090 2514 3564 4644 5744 7144  BT744 10444 319
North America ..., ............ _— _— 140 374 908 1,308 1,908 2,508 —
Asia Pacific ................... —_ —_ 25 25 25 25 125 275 575 1,025 —
Restof World .................. — — — - — — — — — — —
Total Offshore Capacity 904 1,139 1434 2539 3,729 5043 6,777 8727 11,227 13.977 36.8

Source: US Wind Power Markets and Strategies, 2007-20115, Emerging Energy Research, June, 2007 European Wind Power Muarkeis and
Strategies, 2007-2015, Emerging Energy Research, June 2007 (based upon the base case scenario).
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According to EER, in 2015. offshore installed capacity should account for 5.3% of the total wind installed
capacity, as compared to the 1.3% it is expected to account for at the end of 2007. Currently offshore wind
installed capacity is concentrated in Europe. However, by 2015, that capacity is expected to be distributed mainly
between Europe und North America, with 74.7% and 17.9%, respectively, of the global offshore wind instalted
capacity.

Principal competitors and competitive position

According to EER, prior to the Acquisition, Iberdrola was the second largest global wind farm operator by
installed capacity and became the largest global wind farm operator following the Acquisition. Despite recent
consolidation, the global wind power market remains fragmented, with approximately 30.7% of total global
installed capacity accounted for by the twenty largest wind powcer operators, according to EER. However, most
wind farm operators own nearly all of their assets in a single region, such as Europe or North America, Most U.S.
competitors continue to focus exclusively on the U.S. market while several European competitors are expanding
into North America,

The following chart sets forth the wind plant ownership and 2006 additions for major global energy
producers as of December 2006, prior to the Acquisition.
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Source: Global Wind Plant Ownership, Emerging Energy Research, March 2007.

Spain

As of year end 2006, Spain was the second largest market in the world by installed capacity, with
cumulative installed wind capacity of 11,614 MW, including additional capacity of 1,587 MW instailed in 2006,
according 10 EER. EER describes Spain as the most attractive Europcan wind power market, primarily due to its
stable regulatory incentives, abundance of wind resources and competitive environment. The Spanish wind
power market grew at a compound annual growth rate of 32% from 2000 through 2006 according to the Spanish
Wind Energy Association {Asociacion Empresarial Edlica). The Spanish government’s current regulatory
framework, under which wind farm developers in Spain benefit from having a choice between selling electricity
at a fixed tariff or at market prices plus a premium, has been a major factor in the growth of Spain’s wind energy
generation market. For further information see “Regulatory-——Spain.”

Chutlook

The Spanish government has further promoted wind power growth by targeting 20,155 MW of cumulative
installed capacity by 2010 as set forth in the PER. This implies that capacity will grow approximatety 73% over
four years and an average of 2,135 MW of new capacity will be installed in Spain annually. Spain’s target under
the European Union's Renewable Energy Directive (the “Renewable Energy Directive™) is to generate 29.4% of
all electricity from renewable sources by 2010. This target is currently under review and may be revised pursuant
to the Renewable Energy Directive, which.in March 2007 established a binding European Union-wide target to
source 20% of its energy needs from renewable energy sources by 2020.
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Recent studies carried out by the Spanish Government regarding the energy and gas sectors in draft version
of the “Informe de la Planificacion de los Sectores de Electricidad y Gas 2007-2016" (the “Draft Planning
Report™) estimate Spain could have 29,000 MW of installed wind capacity by 2016. According to EER, Spain
will surpass Germany as the fastest growing markel in Europe in 2008 in absolute terms and will continue to
drive growth in the region through 2015. EER expects that Spain will add more wind energy capacity from 2007
through 2015 than any other market in Euvrope, adding an average of approximately 2,200 MW annually. The
following table sets forth the expected annual cumulative installed capacity in Spain from 2007 through 2015
according to EER,

Actual Forecast CAGR
Wind capacity in Spain 2006 2007 2008 2009 2010 201 2012 2013 2014 2015 20072015
(MW) (%)
Cumulative ............. 1,614 13414 15464 17,764 20,119 22419 24669 26,869 29019 31069 11.1

Source: European Wind Power Markets and Strategies, 2007-2015, Emerging Energy Research, June, 2007 (based upon the buse case
scenario).

Principal competitors and competitive position

According to the Asociacién Empresarial Eélica, as of December 2006 Iberdrola is the largest operator in
the wind power market in Spain with a 30.7% market share in terms of cumulative installed wind capacity,
followed by Acciona with a 17.5% market share and Neo Energfa (a subsidiary of EDP) with an 8.43% market
share.

The United States

The wind industry in the United States experienced the largest annual increases in cumulative installed wind
capacity in the world during 2005 and 2006. In 2006 comulaive installed wind capacity in the United States
increased by 2,454 MW, from 9,158 MW of cumulative installed wind capacity in 2005 to 11,612 MW in 2006,
making the United States the third largest market by cumulative installed wind power capacity after Germany
and Spain, according to EER. More than fifteen states added capacity in 2006, with the majority of additional
wind power capacity installed in Texas (774 MW), Washington (428 MW) and New York (185 MW).

Wind farm developers in the United States benefit from federal PTCs, which provide income tax credits to
the owners of qualifying wind facilities based on the quantity of wind energy produced and sold during a ten-year
period, and MACRS, which permits the accelerated tax depreciation of certain wind farm property. Additionaky,
in some states wind farm developers benefit from Rencwable Portfolio Standards ("RPS”) regimes which require
the generation of a certain percentage of electricity from renewable sources. See “Regulatory—United States.”

Cuilook

The U.S. wind energy market has strong growth potential, according o EER, due to the large land mass
available for turbine installations, wind resource availability and strong, established political support for
renewable energy generation, including the extension of the PTC system through 2008. Additionally, on
December 6, 2007 the United States House of Representatives passed a bill which, if passed by the United States
Senate and signed into law by the President, would further extend the PTC system through 2012 and encourage
energy efficiency. For further information see “Regulatory—United States.”

EER expects that the United States will increase its cumulative installed wind capacity from 11,612 MW in
2006 to 48,918 MW by 2015, adding an average of approximaiely 4,150 MW annually during the period. EER
projects that the United Siates will have the most cumulative installed wind capacity in the world by the end of
2011, with 30,594 MW of installed capacity or approximately 18% of the global wind market. The following
table sets forth the expecied annual cumnlative installed wind capacity in the United States from 2007 through
20135 according to EER.

Actual Forecast CAGR
Wind capacity in the
United States 2006 2007 2008 2009 2010 2011 2012 2013 2014 W15 2007-2015
(MW} (%)
Cumulative ............. 11612 152H1 19,260 22885 26,535 30594 34918 39268 43943 48918 157

Source: US Wind Power Markeis and Strategies, 2007-2015, Emerging Energy Research, June, 2007 (based upon the base cose scenario).

Other sources expect even greater growth in installed wind capacity in the United States. For example, BTM
expects total cumulative installed wind capacity in the United States to reach 34,035 MW in 2011 and
approximately 96,000 MW in 2016 compared to 30,594 MW in 2011 and 48,918 MW in 2015 expected by EER.
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EER projects that, of the additional wind capacity 1o be installed in the United States by the end of 2015,
23% will be installed in Texas while in aggregate 30% will be installed in California, Minnesota, New York,
Colorado, and Washington. The following table illustrates the cumulative and expected cumulative instalied
wind capacity in the United States by state from 2000 through 2015.
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Source:  US Wind Power Murkets and Strategies, 2007-2015, Emerging Eneryy Research, June 2007 (bused upon the buse case scenario).

Principal competitors and competitive position

The significant potential in the U.S. wind energy generation market and the benefits of the PTC system,
which began in 1992 as part of the Energy Policy Act of 1992, have attracted U.S. power generators and foreign
entrants to the sector. According to EER, FPL Energy, Inc., a U.S. owned wind generator, was the largest
operator in the United States in 2006 with approximately 4,000 MW (34.6% market share) of cumulative
installed wind capacity in the United States, primarily due to its early entrance in the U.S. market in the 1990s
and more recent wind capacity additions of nearly 1,300 MW since 2005. Iberdrola Renovables (formerly PPM
Energy) is the second largest operator in the U.S. wind power market by cumulative installed wind capacity,
followed by MidAmerican Energy Holdings Company, Babcock & Brown and Puget Sound Energy. The
following diagram sets forth the evolution of the entrants with the highest cumulative installed wind capacity in
the United States from 2004 through 2007.

Invenergy . MW Ownership, as of YE2004

AEP MW Addisions, 2005

Edison Mission ] mw additons, 2006
Horizon Bl vw asdiions, 2007 (est)
Shall Wind Energy
Puget Sourd Energy
Babcock & Brown
MidAmarican*
PPM Energy
FPL Energy T -
1 [] T T ¥ T i
0 1,000 2,000 3,000 4,000 5,000 6,000
Met MW Ownership

Source:  US Wind Power Muarkets and Strategies, 2007-2015, Emerging Energy Research, June 2007 (based upon the base case scenaria).
* MidAmerican Energy Holdings Company figures for 2006 and 2007 include PacifiCorp wind ownership figures.
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Additionally, although certain potential competitors did not have significant installed capacity in 2006,
many have substantial pipelines and aggressive growth plans.

The United Kingdom

In 2006, installed capacity in the United Kingdom increased by 36.7%, from 1.439 MW of cumulative
instalied wind capacity in 2005 to 1,967 MW in 2006, according to EER. The majority of new capacity was
installed onshore, with one 90 MW offshore wind farm installed.

The renewable obligations scheme, which provides ROCs to producers of renewable energy, has been a
major factor in the growth of the wind energy generation market in the United Kingdom. See “Regulatory—
United Kingdom.”

Outlook

The United Kingdom’s target under the Renewable Energy Directive is to have 10.0% of its electricity
generation from renewable sources by the end of 2010. According to the British Wind Energy Association, as of
September 2007 rencwable energy sources generated approximately 4.5% of electricity in the United Kingdom
with wind energy sources generating approximately 1.5% of the United Kingdom’s electricity supply. The target
of 10.0% of electricity generated from renewable sources by 2010 is currently under review and may be revised
pursuant 10 the recent Renewable Energy Dircctive to source 20% of its energy needs from renewable energy
sources by 2020.

According to EER, the U.K. wind energy market has strong growth potential due to its high wind resource
availability and, in the case of offshore wind, the low depth of the surrounding sea which is favorable to the
installation of offshore wind farms. It is estimated that the United Kingdom has the highest wind resource
availability in Western Europe with approximately 114 TWh.

EER expects that the UK. will increase its cumulative installed wind capacity from 1,967 MW in 2006
to 11,967 MW by 2015, adding an average of 1,111 MW annually during the period. The fallowing table
scts forth the expected annual cumulative installed capacity in the United Kingdom from 2007 through 2015.

Actual Forecast CAGR
Wind caparcity in the United
Kingdom 006 2007 2008 2009 2010 20011 2012 2013 2014 2015 2007-2015
- - - — = _(M“r - (%)
Cumulative ................0.. 1.967 2,662 3517 4467 5567 6767 8067 9367 10667 11967 207

Source:  European Wind Power Markeis and Strategies, 2007-2015, Emerging Energy Research, June, 2007 (bused upon the buse cuse
scenariok,

EER projects that the United Kingdom will be the third largest wind power market in Europe in terms of
cumulative installed wind capacity by the end of 2015, with approximately 9.1% of the European market. Certain
offshore wind projects that were postponed due to local resistance and are expected to be completed in the next
few years will also contribute to capacity growth.

Principal competitors and competitive position

Our principal competitors in the United Kingdom include RWE, E.On, Scottish and Southern Energy and
Fred Olsen Renewables.

Greece

Greece added 180 MW of capacity in 2006 to reach 745 MW as of December 31, 2006, according to EER.
Despite the availability of large wind resources, due to a Jack of infrastructure Greece remains one of Europe’s
least penetrated wind power markets. However, the government has recently improved the permitting process
which, according to EER, should facilitate the installation of additional capacity.
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OQutlook

Greece's target under the Renewable Energy Directive is to generate 20.1% of electricity from renewable
sources by 2010. According to EER, Greece is anticipated to have 3,175 MW of installed capacity by 2015. The
following table sets forth the expected annual cumulative installed capacity in Greece from 2007 through 2015,

Actual Forecast CAGR
Wind capacity in Greece 2006 2007 2008 2009 2010 2001 2012 2013 2014 2005 2007-2015
(MW) (%)
Cumulative ...................... 745 945 1,165 1405 1,665 1,945 2,245 2555 2865 3175 16.4

Source:  Eurapean Wind Power Markels and Strategies, 2007-2015, Emerging Energy Research, June, 2007 (based upon the base case
scenario),

France

France is the eighth targest European country in installed power and it doubled its total installed capacity by
adding 770 MW to reach 1,480 MW of cumulative installed wind capacity in 2006, according to EER. While
delays in the delivery of turbines in 2005 contributed negatively to the increase in installed capacity in 2006,
improvements in the speed of obtaining permits in France facilitated the installation of additional wind power
projects. Existing regulations have constrained past growth in the French wind power market and expectations of
strong future growth rely upon assumptions that the new regulatory framework will prove more conducive to
larger scale projects.

Quilook

France’s target under the Renewable Energy Directive is to have 21.0% of its electricity generation from
renewable sources by the end of 2010. The wind power market in France is expected to grow the fastest of any
market in Western Europe in relative terms. According to EER, France is expected to have approximately 11,760
MW of installed capacity by 2015. The following table sets forth the expected annual cumulative installed
capacity in France from 2007 through 2015.

Actual Forecast CAGR
Wind capacity in France 2006 2007 2008 2009 2010 2000 2012 2013 2014 2015 2007-2015
(MW} (Fe)
Cumulative .................... 1480 2380 3355 4510 5635 6810 8010 9235 10485 11760 221

Swvurce:  European Wind Power Murkets and Strategies, 2007-2015, Emerging Energy Research, June, 2007 (bused upon the base case
scenario).

Poland

Poland added 86 MW of wind capacity in 2006, more than doubling its installed capacity, to reach 153 MW
of cumulative installed wind capacity, according to EER. Also according to EER, Poland is one of the most
attractive wind power markets in Eastern Europe due to a stable regulatory framework and incentive scheme, and
large wind availability resources.

Quitlook

Poland’s target under the energy act of April 2, 2004, which came into effect in January 2005, is to acquire
10.4% of its energy from renewable sources in 2010-2014. Poland is expected to drive future growth in Eastern -
Europe's wind power market, and EER expects Poland to account for 37% of the wind power installed in the
region through 2015. According to EER, by 2015 Poland is expected to have approximately 2,653 MW of
cumulative installed wind capacity. The following table sets forth the expected annual cumulative installed wind
capacity in Poland from 2007 through 2015.

Actual Forecast CAGR
Wind capacity in Potand 2006 2007 2008 2009 20010 2011 2012 2013 2014 2015 2007-2015
(MW) (%)
Cumulative .........coooiiiiiaia.n. 53 303 503 703 953 1,253 1,553 1853 2,253 2,653 312
Source:  European Wind Power Markets and Strategies, 2007-2015, Emerging Energy Research, June, 2007 (bascd upon the base case
scenario).
Mini-Hydro

Hydro-energy, a rencwable form of electricity generation, is produced using the force of moving water to
drive a turbine alternator which generates.electricity. The term “mini-hydro” generally applies to hydro-energy
installations with electrical output capacities of 10 MW or less. In Spain the term “mini-hydro™ can also apply to
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energy installations with capacities of 50 MW or less and differing targets and prices are established in Spain for
mini-hydro installations of less than 1¢ MW and installations of between [0 MW and 50 MW, According to the
Draft Planning Report, at the end of 2006, mini-hydro facilities with installed capacity of less than 10 MW in
Spain had an aggregate installed capacity of 1,811 MW,

Mini-hydropower is an attractive technology due to technology efficiency, plant longevity and low
operation and maintenance costs. However, mini-hydro technology has shown lower growth than other
renewable sources. In addition, mini-hydro energy is dependent on water supplies and therefore may not be
suitable for all regions.

In Europe, hydro-energy installations of less than 10 MW accounted for approximately 11,000 MW of
cumulative installed capacity in Europe in 2004, according to the European Small Hydropower Association {the
“ESHA™). As of December 31, 2004, Spain was the third largest market in Europe in terms of installed mini-
hydro capacity, according to the ESHA.

Outlook

Although large hydro-energy is approaching its theoretical maximum in certain developed countries, there is
significant potential for growth in the mini-hydro sector. The ESHA expects that mini-hydro energy will reach
cumulative installed capacity of approximately 14,000 MW in Europe by 2015 (“mini-hydro™ defined as hydro
installations with capacity below 10 MW). In Spain, the PER targets 2,199 MW of cumulative installed mini-
hydro capacity by 2010 ("mini-hydro” defined as hydro installations with capacity below 10 MW). The Draft
Planning Report released on July 31, 2007 by the Spanish Government estimated that national mini-hydro
cumulative capacity will reach 2,450 MW by 2016.

Solar Thermal

Solar thermal power is a relatively new technology. For countries with high direct solar radiation it offers
benefits comparable to other renewable energy technologies. Producing electricity from the sun’s energy is a
direct process: direct solar radiation can be concentrated and collected by a range of concentrating solar power
(“CSP") technologies to provide medium to high-temperature heat. This heat is then used to operate a
conventional power cycle. Solar heat collected during the day can also be stored in liquid or solid media, such as
molten salts, ceramics and concrete. At night, the energy can be extracted from the storage medium and thuos
continuously operate the power cycle,

Globally, solar thermal energy accounted for 355 MW of cumulative installed capacity in 2005 according to
the report entitled “Concentrated Solar Thermal Power—Now!” dated September 2005 (“CSTP™), by Greenpeace
and the European Solar Thermal Industry Association (“ESTIA™).

Outlook

In Spain, PER targets 500 MW of cumulative solar thermal capacity by 2010 and the Draft Planning Report
estimated that national solar cumulative capacity (including both thermal and photovoltaic capacity) will reach
2,000 MW by 2016. In CSTP, based on expected advances in solar thermal technology coupled with continued
governmental support of CSP projects, GreenPeace and the ESTIA expect that in 2015 cumulative installed solar
thermal capacity in Spain and Evrope will reach 1,600 MW and 1,200 MW, respectively, and cumulative global
instalted solar thermal capacity will reach approximately 6,454 MW by 2015 and 36,850 MW by 2025.

Solar Photovoltaic

Solar photovoltaic technology is the process by which sunlight is directly converted to electricity by
transducing light energy on diodes installed on solar panels by means of the photoelectric effect. Photovoltaic
cells, which collect and convert sunlight to electricity and make up the basic unit of a photovoltaic system, are
mostly made of silicen. Individual photovoltaic cells are grouped together into protective casings called modules.

Globally, solar photovoltaic energy accounted for 6,634 MW of cumulative installed capacity in 2006
according to the European Photovoltaic Industry Association (the “EPIA™). At the end of 2006 there were 106
MW installed in Spain according to the Draft Planning Report.
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Outlook

The white paper entitled “Energy for the Future: Renewable Sources of Energy” by the European
Commission dated November 1997 targets 3,000 MW of cumulative solar photovoltaic capacity in Europe by
2010, while PER targets 400 MW of cumulative solar photoveltaic capacity for Spain for that same year. The
Draft Planning Report estimated that naticnal solar cumulative capacity (including both thermad and photovoltaic
capacity) will reach 2,000 MW by 2016.

Although the solar photovoltaic industry is currently small, it is expected to grow rapidly over the next two

decades, with leading manufacturers investing heavily in new production technologies such as thin film solar
technology. It is anticipated that the market will be driven by government incentives, such as solar roof
programs, which reduce installation costs and make the technology more attractive. The EPIA expects that by
2010 solar photovoltaic energy will reach 18.4 GW of global cumulative installed capacity and by 2020 will
reach 170 GW,

In Spain, 85% of the capacity limit as set forth in Royal Decree 661/2007 has recently been achieved,
therefore according to Royal Decree 661/2007 installations that are inscribed in the Registro administrativo de
produccién en Régimen Especial before September 29, 2008 will be eligible for the current support scheme. A
new royal decree related to solar phowovoltaic technology is currently under review which could modify the
target and the corresponding tariff for solar photovoltaic installations. See “Regulatory—Spain.”

Biomass

Article 2 of the Renewable Energy Directive defines biomass as the “biodegradable fraction of producits,
waste and residues from agriculture (including vegetal and animal substances), forestry and related industres, as
well as the biodegradable portion of industrial and municipal waste.,” Energy is produced through the use of
biomass technology by using biomass as fuel for a boiler 10 generate energy in a conventional thermal plant.
While biomass technology has historically been used to generate thermal energy, over the past two decades
biomass applications have been developed to generate electricity as well. One of the main advantages of biomass
technology is that it is fueled by products, waste and residues that are abundantly available.

According 1o the European Union Commission’s Biomass Action Plan Communication 628 (final) dated
July 12, 2005 (the "Biomass Action Plan”), the European Union currently meets 4% of its energy needs from
biomass. At the end of 2006 there were 554 MW installed in Spain according to the Draft Flanning Report.

Outlook

The Biomass Action Plan targets 149 million tons of oil equivalent (“Mtoe™) of biomass capacity by 2010 in
Europe, of which 55 Mtoe are expected to be used for electricity generation and the other 75 Mtoe and 19 Mtoe
are expected to be used for the heat and transport sectors, respectively. In Spain, PER targets 1,317 MW of
cumulative biomass capacity by 2010, consisting of 722 MW in co-combustion and 1,317 MW in biomass plants.
The Draft Planning Repont estimated that national biomass cumulative capacity will reach 2,770 MW by 2016.

Wave and Tidal Energy

Marine energy technology has been developed since the mid 1970s, however progress has been sporadic
until recently. While there are several types of marine (or ocean) renewable energies, wave energy and tidal
energy are the two most commonly collected forms of marine energy. Wave energy occurs in the movements of
the water near the surface of the sea formed by winds blowing over the sea surface. Tidal energy is generated as
water flows in and out of estuaries caused by the rise and fall of the tides as well as from tidal streams in the open
seas. Wave energy converters and tidal energy generators are each able to collect the energy carried by the water
and convert it into electricity.

Quilook

According to the Carbon Trust in its report entitled “Future Marine Energy,” dated January 2006, between
15% and 20% of current UK electricity demand could be generated by means of wave and tidal stream energy
conversion and each technology has the potential to become a source of bulk electricity in many other countries.
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However, because marine energy technologies are generaily at an early stage of technological development,
the current costs of electricity are much higher than other forms of conventional and renewable electricity
generation. According to the Carbon Trust, cost reductions could be possiblc through design developments and
economies of scale and significant cost reductions will be necessary to drive future growth of the marine energy
industry. The Carbon Trust expects that by 2020, under an optimistic but achievable scenario, between 1,000 and
2,500 MW of installed capacity of each of wave energy and tidal stream energy could be installed in Europe.

U.S. Thermal Generation Industry

Based on 2006 figures, the total U.S. power gencration base was approximately 998 GW, of which
approximately 388 GW (39%) was non-utility owned generation (“NUG"), according to the US Department of
Energy’s Energy Information Administration Electric Power Annual. In the United States, energy markets are
generally regional in nature and correspond to regional transmission systems. PPM Energy’s 537 MW of thermal
generation or gas-fired resources are all located in the Western United States, which is included in the Western
Electricity Coordinating Council (*WECC™) transmission region, The generation base in the WECC transmission
region in 2005 was approximately 207 GW, of which approximately 54 GW (26%) was NUG. Approximately
55% of U.S. NUG was gas-fired while approximatety 75% of NUG in the Western United States was gas-fired.

Supply and demand

The U.S. Long-Term Reliability Assessment for 2006-15 issued by the North American Electric Reliability
Corporation (“NERC”) in 2006 found declining available electricity capacity margins over most regions of the
U.S., with forecast electricity demand increasing by 19% (141 GW) while commitied generating project
resources increased by only 6% (57 GW). The projected gap between supply and demand would be filled by
placing existing uncommitted resources (i.e., not currently contractually committed to serving utility loads) under
contract with regional utilities, and through the construction of new generation. Gas-fired generating capacity is
expected to account for almost half of such new generation.

In the Western United States, key findings in the WECC's 2006 Power Supply Assessment for 2006
include:

*  from 2006 to 2015 WECC summer peak electricity demand is expected to grow at approximately
2.3% per year (3000+ MW per year):

*  available electricity capacity margins are expected to decline over the same period;
*  approximately 59% of new generating resource additions are expected to be gas-fired; and

*  transmission constraints are expected to limit the amount of summer capacity in the north region of the
WECC transmission region that can be imported to serve summer demand in the south region,
accelerating the need for new generating resources.

U.S. Natural Gas Industry

This section relies on data and forecasts from the US Department of Energy’s Energy Information
Administration, including the International Encrgy Annual 2005 ("[EA™), Annual Energy Outlook 2007 (“AEQ™)
and U.S. Underground Natural Gas Storage Developments: 1998-2005 (the “US UNGD™).

The U.5. natural gas market constitutes the largest national gas market in the world, consuming 22.2 trillion
cubic feet (“tcf”) or 630 bem in 2005, representing approximately 21.5% of globat dry gas consumption in that
year, according to the IEA. This market is supplied primarily by domestic production but imports are a growing
supply source. Supply and demand are linked by an extensive pipeline and storage infrastructure and system of
physical and financial markets, operating under the purview of state and federal regulation.

Demand

Residential, commercial, industrial and power generation constitute the major natural gas demand segments
of the U.S. market. According to the AEO, residential and commercial demand combined represented
approximately 36% of 2005 demand while industrial and power generation contributed approximately 30% and
26%, respectively. Power generation demand is the fastest growing demand component, forecasted to grow at an
annual rate of approximately 2.3% between 2005 and 2015, compared with aggregate annual growth of
approximately 1.5%, according to the AEO. Demand has a distinct seasonal nature, with winter demand
dominated by residential and commercial space heating. Typically, demand in the highest demand winter month
is 50% to 100% greater than in the lowest demand month of a year. Heating demand also varies significantly
from year to year, depending on the severity of winter. Growth of summer peaking power generation demand for
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gas will tend to reduce but not eliminate seasonality and will add another source of climate driven demand
uncertainty. The seasonal and variable nature of demand exens significant requirements on storage and pipeline
operations and impacts price differentials and volatility. See *—Infrastructure and Markets.”

Supply

According to the AEO, domestic production provided 83.7% of 2005 aggregate supply, while net pipeline
imports (primarily Canadian exports, with a small amount of Mexican imports) provided 13.8%. Liquefied
natural gas (“LNG™) imponts made up the remaining 2.6%. Domestic production is derived from a geologically
diverse and geographically dispersed set of supply regions, consisting primarily of offshore and onshore Gulf of
Mexico, Mid-Continent, Permian Basin and Rocky Mountain regions, according to the EIA repoent "Deliverability
on the Interstate Natural Gas Pipeline System.” Domestic production is expected to grow only modestly
according to the AEQ, with production from the Rockies region approximately offsetting declining contributions
from the Gulf of Mexico regions. In aggregate, domestic production is forecasted in the AEO to grow by
approximately 0.7% per annum between 2005 and 2015, LNG imports are expected to contribute the majority of
supply growth, forecasted in the AEO to increase by 18.1% per annum, from 0.57 tcf (16 bem) in 2005 to 3.0 tf
(85 bcm) in 2015. Pipeline imports are expected to be stagnant to declining over this time frame. Additional
supply growth could eventually be provided by way of pipeline from abundant reserves on the Alaska North
Slope, but are not expected over the 2010-15 timeframe. Domestic production has little or no seasonality and is
relatively constant in relation to seasonal demand variations. The exception is hurricane season interruptions
impacting Gulf of Mexico production and contributing to supply uncertainty and price volatility. The cost of
domestic production and commodity price of natural gas have increased significantly since 2000, with average
US wellhead price reported in the AEQ during 2000-2006 at $4.96 per thousand cubic feet, more than 2.5 times
the average price over the 1990-1999 period. This escalation reflects more difficult, remote and expensive
resources as well a much tighter balance of supply and demand.

Infrastructure and markeis

An extensive interstate pipeline system connects distant supply sources with major demand markets.
According to the EIA Natural Gas Annual 2006, nearly two-thirds of the lower 48 States are almost totally
dependent upon the interstate pipeline system for their supplies of natural gas. In 2005, 85% of the 48 tcf of gas
transported throughout the United States was carrted by major interstate pipeline companies, according to the
EIA. Interstate pipeline and storage system operators provide open access 10 transportation and storage services,
under FERC regulation. Intrastate pipelines and local distribution companies fall under state regulatory
jurisdiction.

Storage is required to balance seasonal demand with relatively constant production and to improve the
efficiency of pipcline operations. According to the US UNGD, working capacity of underground gas storage in
2005 was 4.01 tcf, an increase of 212 billion cubic feet from 1998, and another 197 billion cubic feet of working
storage additions are forecast over the 2006-2008 period. Substantially all of the underground natural gas storage
capacity in the United States is owned by a combination of interstate and intrastate pipeline companies, local
distribution companies (which sell natural gas to consumers) and independent storage providers. Independent
providers represent approximately 13% of the total US gas storage market, according to the US UNGSD.

LNG impont facilities are another key and growing component of US natural gas infrastructure, providing
offloading, liquefied storage and regasification services. Four existing onshore terminals and one offshore
terminal currently service US markets, with total deliverability of approximately 5.25 billion cubic feet per day in
2006. In “Short-Term Energy Outlook Supplement: US LNG Impons the Next Wave, Janvary 2007” the EIA
forecasts expansions and new facilities to add approximately 6.4 billion cubic feet per day of capacity by the end
of 2008.

Transportation and storuage infrastructures are built to meet seasonal peak demand, accommodate demand
growth, and manage variability in demand arising from weather, Nevertheless, seasonality and other issues canse
temporal and geographic commodity price differentials and price volatility. For example, pipeline congestion can
arise as a function of demand seasonality as well as production growth exceeding pipeline capacity.

Wholesale price differentials (geographic and temporal spreads) reflect costs of transportation and storage,
providing incentive for value-adding infrasuwucture developments as well as incentives to merchant gas
enterprises to manage risks and optimize infrastructure use.
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ACQUISITION AND UNAUDITED PRO FORMA FINANCIAL INFORMATION

The Acquisition and the Loan Contribution

On April 23, 2007, our parent Iberdrola, S.A. acquired ScottishPower plc and its subsidiaries. On October 3,
2007, we acquired the ScottishPower Assets, which included the SP US Assets and the SP UK Assets and
represented a material acquisition. Based upon the pro forma financial information for the year ended
December 31, 2006, the ScotlishPower Assets represented 37.9% of the pro forma gross margin and 34.0% of the
pro forma EBITDA of Iberdrola Renovables Group, and, based upon the pro forma financial information for the
nine months ended September 30, 2007, the ScottishPower Assets represented 38.3% of the pro forma gross
margin and 36.6% of the pro forma EBITDA of the pro forma Iberdrola Renovables Group (including the
impacts of the harmonization adjustments). For the fiscal years ended March 31, 2006 and 2007, under U.S.
GAAP SPHI recorded gross margins of $191.7 million and $401.1 million, respectively, and EBITDA of $80.1
million and $162.8 million, respectively. For the fiscal years ended March 31, 2006 and 2007, the SP UK Assets
unaudited aggregation included aggregated gross margins of £33.4 million and £62.1 million, respectively, and
aggregated EBITDA of £25.6 million and £51.8 million, respectively. In order to assist the reader, we have
prepared an analysis and discussion of the audited historical results of SPHI for the fiscal years ended March 31,
2007 and 2006, as well as an analysis and discussion based upon an unaudited aggregation of the results of the 10
U.K. Wind Companies comprising the SP UK Assets for the fiscal years ended March 31, 2007, 2006 and 2005,
which are included elsewhere in this offering memorandum. See “SPHI Discussion and Analysis of Financial
Condition and Results of Operations™ and “SP UK Assets Discussion and Analysis of Financial Information.” As
a result of the Acquisition, as of September 30, 2007, we increased our pro forma total installed renewable
capacity by 2,364 MW, from 4,977 MW to 7,342 MW, and added 537 MW of installed thermal capacity and 0.76
bem of working gas storage capacity, as well as an energy management business. The section of this offering
memorandum entitled “Business” contains certain information regarding the ScottishPower Assets. See
“Business—Renewable Energy Businesses—United States”™ and “—United Kingdom™ and “Business—Non-
Renewable Businesses.”

The acquisition of the SP US Assets represented a major expansion of our business in the United States. We
estimate that, on a pro forma basis, as of December 31, 2006, we controlled 15% of the U.S. wind energy
generation market based on market data from the American Wind Energy Association and the US Department of
Energy. As of December 31, 2006, the United States was the third largest wind market in the world in terms of
installed wind capacity according to EER. The SP US Assets had 1,666 MW of installed wind capacity as of
March 31, 2007 and 1,992 MW of installed wind capacity as of September 30, 2007. The SP US Assets also had
a pipeline of wind projects. See “Business—Renewable Energy Businesses—Pipeline.” Additionally, the SP US
Assets engaged in non-renewable activities including gas storage, energy management and thermal generation,
and as of September 30, 2007, the SP US Assets had 537 MW of installed thermal generation capacity (including
the 237 MW Thermal PPA) and owned 0.76 bcm of working gas storage capacity in the United States, with an
additional 0.76 bcm in various stages of development. See “Business—Renewable Energy Businesses—United
States” and “Business—Non-Renewable Businesses.”

In addition, the acquisition of the SP UK Assets represented a major expansion of our business in the United
Kingdom. On an aggregate basis, the SP UK Assets were the largest onshore wind farm developer and operator
in the United Kingdom, and we estimate that, on a pro forma basis, we had 17% of the UK. wind energy
generation market based on market data from British Wind Energy Association as of December 31, 2006. The SP
UK Assets had 345 MW of installed wind capacity as of March 31, 2007 and 372 MW of installed wind capacity
as of September 30, 2007. The SP UK Assets also had wind and other renewable energy pipeline projects. See
“Business—Renewable Energy Businesses—Pipeline” and “Business—Renewable Energy Businesses—United
Kingdom.”

We acquired the ScottishPower Assets through an in-kind exchange in which the ScottishPower Assets were
contributed to us by Iberdrola, S.A. (the “ScottishPower Contribution™} in exchange for a capital increase (the
“Acquisition Capital Increase”) in favor of Iberdrola, S.A. The Acquisition Capital Increase consisted of
133,539,956 ordinary shares of Iberdrola Renovables of €10 par value each, at an issue price of €35.79 per share.
The total issue price was €4,779,395,025.24, which consisted of nominal capital of €1,335,399,560 and a
premium of €3,443,995,465.24. On Qctober 3, 2007, the public deed for the Acquisition Capital Increase was
executed before a Madrid notary. We did not enter into a purchase agreement with Iberdrola, S.A. and iberdrola,
S.A. did not provide us with any representations, warranties or indemnities in connection with the Acquisition,
other than indemnities with respect to certain potential tax liabilities of the SP US Assets which are covered
under the Indemnity Agreement. See “Related Party Transactions—Iberdrola, S.A.—Indemnity Agreement.”
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On November 5, 2007, Iberdrola, S.A. contributed a toan of €678.6 million owed to it by one of our
subsidiaries in exchange for 18,962,596 of our newly issued shares (the “Loan Contribution™ and the capital
increase, the “Loan Capital Increase™). As a result of the Loan Contribution, we made an adjustment in our pro
forma September 30, 2007 and December 31, 2006 balance sheets that decreased our current liabilities
(specifically, our short-term debt toward our parent Iberdrola, S.A.) and increased our equity by €678.6 million.
Sec “Related Partics—Iberdrola, S.A.—Financing Agreements.”

Pro Forma Financial Information

You should read the following information in conjunction with “Presentation of Financial and Other
Information™ and with our financial statements and the financial statemenis of SPHI and each of the 10 UK.
Wind Companies and, in each case, together with the related notes thereto which are included elsewhere in this
offering memorandum.

The pro forma financial information referred 1o in these explanatory notes has been prepared to provide the
reader with combined financial information of the Iberdrola Renovables Group resulting from the Acquisition
and the Loan Contribuiion. The pro forma financial information is unaudited. The pro forma financial
information has been prepared in accordance with the terins and conditions of EC Regulation 809/2004 and in
accordance with the recommendations of the Committee of Evropean Securities Regulators concerning the
consistent implementation of such regulation (CESR/05-054b). The pro forma financial information has been
prepared for illustrative purposes only and does not purport to represent what our results of operations or
Sfinancial condition actually would have been if the Acquisition and the Loan Contribution had occurred on the
dates provided below, nor does it purport 1o provide an accurate piciure of the financial information or aciual
results of Iberdrola Renovables, SPHI or the 10 U.K. Wind Companies, nor does it purport to project our resulls
of operations for any future period or our financial condition a1 any future date, and does not reflect any
adjustment io liabilities for restructuring nor the impact of any potential synergies deriving from the Acquisition.
Prior 10 the Acquisition we have not operated or managed either the SP US Assets or the SP UK Assets. Investors
are cautioned against placing undue reliance on the pro forma financial information.

The consolidated financial statements of SPHI and the 10 U.K. Wind Companies used in the preparation of
the unaudited pro forma financial information have been prepared under the accounting principles of ‘their
respective countries (U.S. GAAP and UK. GAAP, respectively). " The unaudited consolidated financial
information for the SP UK Assets prepared under U.K. GAAP included in the pro forma financial information
differs from the unaudited aggregated financial information reflecied in “SP UK Assets Discussion and Analysis
of Financial Information” included elsewhere in this offering memorandum as the unaudited aggregated
financial information does not represent a proper consolidation in accordance with UK. GAAP or IFRS. No
adjustments were required to be made 1o the financial information of the SP UK Assets which was consolidated
under U.K. GAAP 10 consolidate such financial information under IFRS for the purposes of preparing the pro
forma financial information of Iberdrola Renovables Group. Further, none of the balance sheets and income
statements of Iberdrola Renovables, SPHI and the 10 U.K. Wind Companies as of and for the nine months ended
Seprember 30, 2007, as used in the preparation of the pro forma financial information as of and for the nine
months ended September 30, 2007, have been audited.

Overview

The pro forma financial information of Iberdrola Renovables Group set forth below includes the historical
financial information of Iberdrola Renovables, SPHI and the 10 U.K. Wind Companies. The pro forma financial
information has been preparcd by applying certain harmonization accounting and pro forma adjustments to the
historical financial information of Iberdrola Renovables, SPHI and the 10 U.K. Wind Companies, which are
included etsewhere in this offering memorandum and which were prepared in accordance with IFRS, U.S. GAAP
and 1LK. GAAP, respectively.

We have prepared two sets of pro forma financial information:

*  the unaudited pro forma balance sheet and income statement data for Iberdrola Renovables Group as of
and for the year ended December 31, 2006, prepared as if the Acquisition and the Loan Contribution
took place on January 1, 2006; and

*  the unaudited pro forma balance sheet and income statement data for Iberdrola Renovables Group as of
and for the nine months ended. September 30, 2007, prepared as if the Acquisition and the Loan
Contribution took place on January 1, 2007.
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Because the pro forma financial information was prepared as if the Acquisition and the Loan Contribution
took place on either Janvary 1, 2006 or January I, 2007 and each such date occurred prior to the date of the
ScottishPower Contribution described below, the pro forma income statements for the year ended December 31,
2006 and for the nine months ended September 30, 2007 have been adjusted to give effect to the ScottishPower
Contribution as if it ook place at the beginning of each such period and depreciation in respect thereof
commenced on such date. In addition, transaction costs related to the ScottishPower Contribution were deemed
immaterial and so have not been included in the preparation of the pro forma financial information. In addition,
certain central costs related to the 10 U.K, Wind Companies, which we do not consider significant in relation to
our total pro forma operating results, were undertaken historically by affiliates of ScottishPower plc and so were
not included in the pro forma financial information.

Preparation of pro forma financial information as of and for the year ended December 31, 2006

The pro forma financial information as of and for the year ended December 31, 2006 provided below
consists of a pro forma balance sheet and income statement as of and for the year ended December 31, 2006. This
pro forma information includes the respective last full fiscal years of each of Iberdrola Renovables, which has a
fiscal year ended December 31, 2006, and SPHI and the 10 U.K. Wind Companies, which, except for CeltPower
Ltd. (which had a December 31, 2006 fiscal year end), cach had a fiscal year ended March 31, 2007. While the
SP UK Assets consolidated balance sheet and income statement for the last full fiscal year have not been andited,
the separate balance sheets and income statements of each of Iberdrola Renovables, SPHI and the 10 U.K. Wind
Companies for the last full fiscal year have been audited. '

Because the financial information of ScottishPower Assets has not been calendarized in the pro forma
financial information below, and because the pro forma financial information as of and for the year ended
December 31, 2006 provided below does not cover identical twelve month periods for Iberdrola Renovables and
the ScottishPower Assets, the pro forma financial information as of and for the year ended December 31, 2006
may not be indicative of combined future results for our business due to differences in market, weather and other
factors between the different twelve month periods.

We translated the non-euro financial data into euros using the following exchange rates:

+  for the pro forma balance sheet as of December 31, 2006, the prevailing exchange rates as of that date
were €1.4852 = £1.0000 and €0.7580 = $1.0000; and

+  for the pro forma income statement for the year ended December 31, 2006, the average exchange rates
for that period which were €1.4757 = £1.0000 and €0.7802 = $1.0000;

Preparation of pro forma financial information as of and for the nine months ended September 30, 2007

The unaudited pro forma financial information as of and for the nine months ended September 30, 2007
provided below consists of a pro forma batance sheet and income statement as of and for the nine months ended
September 30, 2007. Additienally, the pro forma financial information for the nine months from Januvary 1, 2007
through September 30, 2007 includes, except in the case of CeliPower Ltd (which had a December 31, 2006
fiscal year end), the same financial information from the three months ended March 31, 2007 for the
ScottishPower Assets, which are also included in the pro forma financial information for the yeur ended
December 31, 2006. Further, none of the consolidated balance sheets and income statements of Iberdrola
Renovables, SPHI and the SP UK Assets as of and for the nine months ended September 30, 2007, as used in the
preparation of the pro forma financial information as of and for the nine months ended September 30, 2007, have
been audited.

We translated the non-euro financial data into euros using the following exchange rates:

»  for the pro forma balance sheet as of September 30, 2007, the prevailing exchange rates as of that date
which were €1.4351 = £1.0000 and €0.7053 = $1.0000; and

* for the pro forma income statement for the nine months ended September 30, 2007, the average
exchange rates for that period which were €1.4775 = £1.0000 and €0.7437 = $1.0000.

Harmonization accounting—impact of the application of IFRS
Harmonization accounting—impact of the application of IFRS 10 the financial statements of SPHI

As the financial statements of SPHI used in the preparation of the pro forma financial information have been
prepared under U.S. GAAP, the pro forma financial information includes adjustments to make the application of
accounting principles conststent with those of Iberdrola Renovables which prepares its financial statements under
[FRS, as described below.
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Conversion from equity methad 1o proportional consolidation method

Pursuant to U.S. GAAP, SPHI's joint ventures are accounted for under the equity method while under IFRS
joint ventures may be accounted for under the equity method or the proportional conselidation method. Under the
cquity method, income earned from joint ventures is reported by the company on its income staternent and the
reported profit is proportional to the size of its equity investment. while under the proportional consolidation
method, the percentage share of the balance sheet and income statement items are included in the consolidated
financial statements of the company. Because we use the proportional consolidation method in our IFRS
financial statements, an adjustment has been performed to conven treatment of SPHI's joint ventures under the
equity method to the proportional consolidation method. For further discussion of SPHI's joint ventures, see
“Business—Renewable Energy Businesses—United States.”

The impact of this adjustment on the pro forma financial information is set forth below. Debit amounts are
represented as positive numbers and credit amounts are represented as negative numbers:

As of and for the As of und for the
nine months ended year ended
Line Item September 30, 2007 December 31, 2006

(€ in millions)
Balance sheet

Property, plant and equipment ....... ... 2213 258.4
Goodwill and intangible assets ............. ... 13.5 —
Investments accounted for using the equity method ............... (203.1) (223.2)
OLher CUTTENE A55ELS .. ... ve s e iiiaaneeee e ceeeennneens 4. 5.4
Cash and cash equivalents : 16.7 i8.1
Non cumrent liabilities—Interest-bearing loans and borrowings ... -{34.5) (40.2)
Non current liabilities—other non-current liabilities .............. (1.6) (0.5)
Current liabilities—Interest-bearing loans and borrowings ........ 2.8) . (2.8)
Current liabilities—other current liabilities ....................... (13.6) (14.9)
Income statement
Operating revenues ........... e e (21.3) 24.8)
Operating costs ... oo e 6.5 7.1
Depreciation and amortization charge and provisions ............. 7.8 8.7
Net finance inCOMe ... ... ... iiiiiiiiiiiiiiiiiiiaaaaans ' 09 1.3
Share of profit of companies accounted for using the equity

method .. . 6.1 1.7

Wind farm estimated useful life

SPHI depreciates its wind farms on a straight line basis over a 25 year period. Because we estimate a
20 year useful life for wind farms, a pro forma adjustment has been included in the December 31, 2006 pro forma
balance sheet and income statement to convert SPHI's wind farms to a 20 year estimated useful life. No
adjustment has been performed to SPHI's consolidated balance sheet and income statement as of and for the nine
months ended September 30, 2007 as SPHI already depreciated its wind farms assuming a useful life of 20 years
during that peried.

The impact of this adjustment on the pro forma financial information is set forth below. Debit amounts are
represented as positive numbers and credit amounts are represented as negative numbers:

As of and for the As of and fer the

nine months ended year ended

Line Item September 30, 2007  December 31, 2006
(€in millions)

Balance sheet
Property, plant and equipment .....................o ., — (9.6)
Other NON-CUITent ASSetS . ... ... ... it ie e iareeeinnns —_ 3.6
Income statement
Depreciation and amortization charge and provisions ............. — 9.8
INCOME LaX EXPENSE L. ittt et ire e iar i —_ (3.8)
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Capital instruments with debt-like characteristics

SPHI has entered into several institutional investment structures (“Institutional Investment Structures™) in
which institutional investors become party to certain agreements pursuant to which SPHI receives compensation,
mainly in the form of cash and cash equivalents, while the investors become entitled 1o certain benefits and tax
credits generated by the facilities over an agreed period of time. SPHI retains control of the wind farms while the
investors retain the right to approve certain major decisions. The Institutional Investment Structures have
generated certain amounts that have been accounted for as deferred income under U.S. GAAP and transferred to
revenues on a straight-line basis. In the preparation of this pro forma financial information in accordance with
IFRS, the third party investments have been accounted for as capital instruments with debi-like characteristics
included tnitially at fair value and subseguently carried at an amortized cost. Additionally, MACRS, which is one
of the components of deferred income that contributed to revenues under U.S. GAAP, is, under IFRS, excluded
both from revenues and EBITDA and is not reflected in the income statement as assets are depreciated in the
income statement on a straight-line basis over 20 years. See “SPHI Discussion and Analysis of Financial
Condition and Results of Operations” and “Business—Renewable Energy Businesses—Wind—Wind farm
financing structures.”

The impact of this adjustment on the pro forma financial information is set forth below. Debit amounts are
represented as positive numbers and credit amounts are represented as negative numbers:

As of und for the As of and for the
nine months ended year ended
Line [tem September 30, 2007 December 31, 2006

(€in millions)

Balance sheet

Deferred tax assets ... ... 6.5 —
[0 T Ty | R L U N )] —
LT R 7.6 (0.5)
Minority interests 21.1 —
Capital instruments with debt-like characteristics (550.6) (595.00
Other non-current liabilities .. ... ... ... .................... 4932 576.8
Income statement

Operaling TEVENMUES ... e (11.3) 12.5
Netfinance income ... ... . . ... . . ... i 30.6 17.8
Minority INterests .... .. ... ... i i 1.2 —
InCoOmE tax eXPENSE .. ... i i 2.8 {(11.6)

Pursuant to the harmonization adjestment described above, deferred income (classified by SPHI as “other
non-current liabilities” under U.S. GAAP) is written off and debt with third parties is accounted for in the line
item “Capital instruments with debt-like characteristics” on the balance sheet and on the income statement in the
corresponding financial expenses. In addition, the remaining third party intcrests are recognized as minority
interests once they have achieved the negotiated internal rate of return.

Derivatives

U.S. GAAP and IFRS require all derivatives, as respectively defined by each, to be accounted for at fair
market value. Both standards provide specific exemptions to this requirement; however, the exemptions allowed
vary between the respective standards. The principal differences have been harmonized as follows:

*  Under IFRS, energy price-related derivative financial instruments that do not qualify for hedge
accounting are included in the “operating revenues” line item of the income statement while under U.S.
GAAP such instruments may be accounted for as “operating revenues” or as “procurements.”

*  Under U.S. GAAP, the designation of contracts for hedge accounting was performed at the inception of
the contract, while under IFRS such designation was made on the date of SPHI’s transition to IFRS.
Accordingly, certain contracts which were accounted for as hedges under U.S. GAAP were not
accounted for as hedges under IFRS, and vice versa. This has a negative impact on the line item “totat
equity” of approximately €61.7 million and €74.4 million as of September 30, 2007 and December 31,
2006, respectively.

*  While under both U.S. GAAP and IFRS a contract to buy or sell a non-financial itemn that satisfies the
“own use” exemption is not required to be measured and presented at fair value, the requirements and
obligations for applying the “own use” exemption (included in paragraphs 5, 6 and 7 of Intemational
Accounting Standards (“LAS™) 39 under IFRS) are different from such requirements and obligations
under U.S. GAAP. These differences had a positive impact on the line item “net income” of
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approximately €29.7 million for the months ended September 30, 2007 and €30.8 million for the year
ended December 31, 2006.

+  The classification of derivative financial instruments related to energy prices on the balance sheet as
applied by SPHI is different from the classification we use when accounting for instruments such as
financial assets and liabilities. This adjusiment did not have an ¢ffect on the line items “net income™ in
the pro forma financial information. This adjustment also had no impact on the line item “total equity™
and only impacted certain balance sheet line items.

The impact of these adjustments on the pro forma financial information are set forth below. Debit amounts
are represented as positive nombers and credit amounts are represented as negative numbers:

As of and for the
nine months ended As of und for the
September 30, year ended
Line Item 2007 December 31, 2006

(€in millions)
Balance sheet

Other non-current financial investments ..................cvovvnniann. 60.0 50.8
Non-current trade and other receivables ................... ... ........ (107.5) (108.2)
Deferred tax assets . .. .. et 52.2 294
Other CUMTENT ASSELS ..ottt et e e e i eeeeee s rrnaaass (21.2) (20.9)
L8115 g T~ = U 61.7 74.4
Non-current liabilities—interest-bearing loans and borrowings ........ (76.5) (65.1)
Non-current liabilities—other non-current liabilities ................... 57.1 67.9
Current liabilities—interest-bearing loans and borrowings ............. (103.3) (85.1)
Other current liabilities . .............. . e 107.2 87.1
Income statement

Operating TEVEDUE ......... .ttt eaes (100.6) (144.6)
PrOCHIEIMENIS .. . e e 52.1 95.3
INCoOme tax eXPensSe . ... ... i e 18.8 18.5
Expenses/costs

Iberdrola Renovables prepares its income statement in accordance with the method of nature of the
expenses/costs while SPHI uses the method of function of the expensesfcosts. To harmonize the differences
between these two methods, reclassifications have been made to SPHI's income statement for the year ended
December 31, 2006. See “SPHI Discussion and Analysis of Financial Condition and Results of Operations.”
Because SPHI adopied the method of nature of the expenses/costs at the beginning of 2007, it was not necessary
to reclassify SPHI's consolidated income statement for the nine month period ended September 30, 2007.

The impact of this adjustment on the pro forma financial information is set forth below. Debit amounts are
represented as positive numbers and credit amounts are represented as negative numbers:

For the
nine months ended For the
September 30, year ended
Line ltem . : 2007 December 31, 2006
(€ in millions)

Income statement
Operating revenUeS ... .. ..o ittt — 149.4
OPErating €XPENSES ... ..\ttt — (153.0)
Depreciation and amortization charge and provisions .................. — 7.6
Net fINance COSIS ... e e e e — (1.2)
Losses on disposal of nOn-Current assets ..........ovvviiiii o, — (28.1)
INCOME (X EXPENSE ... . ittt e iaas — 25.3

Sale of self-developed wind farm

During 2006, SPHI sold a self-developed wind farm to a third party. This transaction was accounted for
under the income statement line items “revenues” and “procurements,” according to U.S. GAAP. A pro forma
adjustment has been performed in order to reclassify the net proceeds from the transaction under the income
statement line item, “gains (losses) on disposal of non-current assets.”
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Harmonization accounting—impact of the application of IFRS to the financial statements of the SP UK Assets

No adjustments were required to be made to the financial information of the SP UK Assets which was
consolidated under U.K. GAAP to consolidate such financial information under IFRS for the purposes of
preparing the unaudited pro forma financial information of Iberdrola Renovables Group. The consolidated
financiat information for the SP UK Assets under U.K. GAAP differs in certain respects from the unaudited
aggregated financial information reflected in “SP UK Assets Discussion and Analysis of Financial Information”
included elsewhere in this offering memorandum as the unaudited aggregated financial information does not
represent a proper consolidation in accordance with U.K. GAAP or IFRS. For a description of the method of
aggregation used to prepare the financial information see “Index to Financial Statements—Description of
preparation of Unaudited Aggregation of Financtal Data of the 10 U.K. Wind Companies Comprising the SP UK
Assets™ and for a discussion of certain limitations inherent in this aggregation see “SP UK Assets Discussion and
Analysis of Financial Information.”

Pro forma adjustments

In addition to the adjustments described above to make the application of accounting principles consistent
with those of Iberdrola Renovables, the unaudited pro forma financial information contains certain pro forma
adjustments to provide the reader with the combined financial information of the Iberdrola Renovables Group
resulting from the Acquisition, including the following:

Tax indemnity

in February 2007, the examination division of the U.S. Internal Revenue Service (the “IRS") proposed
certain adjustments to NA General Partnership®s tax returns for the 2001, 2002 and 2003 tax years. SPHI is NA
General Partnership’s successor, The largest proposed adjustment is the disallowance of a $931.8 million interest
deduction. SPHI is disputing these proposed adjustments with the appeals division of the IRS and estimates that
such appeals process may last until at least March 2008. See “Business—Legal Matters—Reguiatory and tax
matters. SPHI deposited $225 million with the IRS 1o stop certuin interest accrual and reserved against such
disputed tax liability. Iberdrola, S.A. has agreed to indemnify us against these disputed tax liabilities. See
“Related Party Transactions—Indemnity Agreement.”

The impact of this adjustment on the pro forma financial information is set forth below. Debit amounts are
represented as positive numbers and credit amounts are represented as negative numbers:

As of and for the
nine months ended As of znd for the
. September 30, year ended
Line Item 2007 December 31, 2046

(€ in millions)
Balance sheet

Non-current trade and other receivables 201.9 217.1
Otherreservest!) . (15.5) (21.6)
Income statement

Income tax eXpense ...t (186.4) (195.5)

(1} The adjustment to the line item “other reserves” relutes to exchange rate differences due Lo the application of average
exchange rates to the income statement and year-¢nd exchange rtes to the balance sheet,

Loan contribution

We made an adjustment in our pro forma September 30, 2007 and December 31, 2006 balance sheets that
decreased our current liabilities (specifically, our short-term debt toward our parent Ibedrola, 5.A.) and increased
our equity by €678.6 million. See “"Related Parties—Iberdrola, S.A.—Financing Agreements.”

The impact of this adjustment on the pro forma financial information is as set forth below. Debit amounts
are represented as positive numbers and credit amounts are represented as negative numbers:

As of the
nine months ended As of the
September 30, year ended
Line ltem 2007 December 31, 2006

(€in millions)
Balance sheet

Subscribed capital ... (189.6) (189.6)
O hEr FESEIVES .. ittt e e e (489.0) (489.0)
Current liabilities-—interest-bearing intercompany balances .... .. 678.6 678.6
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Purchase price allocations

As described above, on April 23, 2007 our parent Iberdrola, S.A. acquired ScottishPower plc and its
subsidiaries. In accordance with IFRS, we have allocated the purchase price with the help of an independent
expert 1o reflect the fair value of ScottishPower plc’s assets and liabilities as of the date of the Acquisition.
Iberdrola, S.A. has valued the non-monetary assets and liabilities that were contributed as part of the acquisition
price pursuant to a purchase price allocation procedure. While pursuant to IFRS 3 an acquirer must recognize the
identifiable assets and liabilities of the acquiree at fair market value, there is an exception to this requirement for
business combinations between entities under common control. Consequently, absent a contrary accounting
policy, we have recognized the non-monetary assets and liabilities of ScottishPower plc at the book value at
which they were accounted for on Iberdrola, S.A.'s consolidated financial statements as of the date of the
ScottishPower Contribution, which we believe is the best available estimate of the fair value of such assets and
liabilities, after which the purchase price was adjusted for the depreciation that occurred between April 23, 2007
and October 3, 2007. The purchase price allocation that is included in the pro forma financial information reflects
an independent expert's valuation and is accurate as of the date of this offering memorandum, however it is
subject to change.

The adjustments for the ScottishPower Contribution are included in the column entitled “Pro Forma
Adjustments” of the pro forma financial statements and include positive adjustments to “Other reserves” of
€468.7 million and €441.7 million as at September 30, 2007 and December 31, 2006, respectively, as a result of a
surplus in the amount of the ScottishPower Contribution compared to the amount specified in the public deed.
The entire ScottishPower Contribution has been accounted for as a credit to “subscribed capital” based on an
increase in subscribed capital of Iberdrola, S.A. of €1,333.4 million (corresponding to 133,539,956 shares) and of
“other reserves—share premium” of €3,444.0 million. Additionally, the elimination of the historical SPHI capital
is included in the table below.

For the purpose of preparing the pro forma financial information provided below, when a particular piece of
property, plant and equipment or intangible asset that was acquired from ScottishPower ple is put into operation,
the difference berween the asset’s fair value and the carrying value is depreciated or amortized based upon its
remaining useful life. For example, wind farms which come into operation are depreciated on a straight-line basis
over an expected useful life of 20 years. The difference between the fair value and the carrying value of pipeline
wind farm projects is not depreciated. The unaudited pro forma effect of such depreciations and amortizations
was €88.7 million for the year ended December 31, 2006 and €73.6 million in the nine months ended September
30, 2007. The effect of such depreciations and amortizations is anticipated to increase as additional assets to
which a purchase price has been allocated are put into operation, while being partially offset as assets currently in
operation reach the end of their useful life.

The impact of this adjustment on the pro forma financial information is as set forth below. Debit amounts
are represented as positive numbers and credit amounts are represented as negitive numbers:

As of and for the
nine months ended As of and for the
September 30, year ended
Line Item 2007 December 31, 2006

(€ in millions)

Balance sheet

Property, plant and equipment ................ ... 1,343.3 1,452.1
Goodwill and intangible assets ............ ... ... .. 4,854.0 5,152.2
Subscribed capital—non-monetary contribution .................. (1,335.4) (1,335.4)
Capital subsidiaries elimination ................................ 1,498.9 1,610.8
Other reserves—share premiom ..., {3,444.0) (3,444.0)
Translation differences .............. .. ..ol — (324.4)
Reserves subsidiaries elimination .............................. (910.6) (1,050.0)
Non-monetary contribution surplus ...................cooi (468.7) (441.7)
Other non-current liabilities ...........cooiiiiiiii i (1,584.5) {1,674.4)
Income statement
Depreciation and amortization charge and provisions ............. 73.6 88.7
INCOME TAX EXPEIISE .+ .ttt et enie e aaa e e eaaa e aaaaees (26.6) (33.9)

Additionally, a portion of the acquisition price has been allocated to ScottishPower plc’s pipeline projects
that are capable of being separated and independently sold in satisfaction of the “identifiability” requirement
under TAS 38. These pipeline projects were accounted for in the financial statements of SPHI and the 10 U.K.
Wind Companies at the cost of acquisition rather than at fair value, which was larger, according to an
independent valuation. The portion of the purchase price allocated to these pipeline projects as at December 31,
2006 and September 30, 2007 is €3,200.1 million and €3,391.8 million, respectively.
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For the year ended Decemher 31, 2006

Unaudited pro forma incomne statement:

Therdrola SP UK Harmonization ProForma ProForma
Renovahles SPHI  Assets Accounting Adjustments Total

(€ in millions)

Operatingrevenue ..................coiain... 695.6 741.9 920 7.5t —_ 1,537.0
Procurements ......... .. .. i — (309.3y — (108.4y2 = 417.7)
Grossmargin . ... .. 695.6 4326 920 (100.9) — 1,119.3
Operaling costs ............ovirinininananann. (139.0)  (281.1) (15.3) 158,99 — ) (276.5)
Depreciation and amortization charge and '

PrOVISIONS ...\ttt it ieiaaaanias (182.4) (39.3) (20.8) (26,19 (88.7)y" {357.3)
Profit from operations (EBIT) ................ 1742 1122 559 319 (88.7) 485.5
Net finance revenue {Costs) .. ......ooeeeeenno... (68.5) (17.4} (14.6) (16.3y& —_ (116.8)
Share of profit (loss) of companies accounted for

using the equity method ..................... — 17 — a.nm — —
Gains (losses) on disposal of non-current assets . .. 0.9 (129 — 28.1% —_ 16.1
Consolidated profit before taxes ............... 306.6 896 413 36.0 88.7) 384.8
Income tax expense ...l (106.2) (199.7)y (13.4) (29.2)® 2294010 (119.1)
Profit (loss) fortheyear ...................... 2004 (hoy 279 6.8 140.7 265.7
Result from discontinued operations ............. —_ _— —_ —_ — —
Minorty interests ...t iiaeiannn ﬂ) _10 E) = = __(_l_[_]ﬂ)
Profit (loss) for the year attributable to equity .

holdersof theparent ....................... 189.7 (109.1) 276 6.8 140.7 255.7
(1} Reflects (i) a positive adjustment from the application of TAS 39 for the valuation of derivative instruments of SPHI which had been

3

(4}

(5}

(6)

Q)

(8)

9)

valued under U.S. GAAP (€144.6 million}; (ii) a positive adjustment to conven the accounting for joint ventures of SPHI to the
proportional conselidation method from the equity method (€24.8 million); (iii) a negative adjustment from the reclassification of certain

business activities of SPHI to specific Iberdrola Renovables line items (€£149.4 million); and (iv) other minor negative adjustments

relzted to the Institutional Tnvestment Structures {see “—Capital instruments with debt-like characterisiics.™) (€12.5 million).

Reflects {i) a negative adjustment from the application of 1AS 39 to the vatuation of derivative instruments of SPH] which had been
valued under U.5. GAAP (€95.3 million); and (ii} a further negative adjusiment from the reclassification of certain business activities of
SPHI 1o specific Iberdrola Renaovables line items (€£13.1 million).

Reflects (i) a negative adjustment (o convert the accounting for joint ventures of SPHI to the proportional conselidation method from the
equity method (€7.1 million); (i} a positive adjustment from the reclassification of cenain business activities of SPHI to specific
Iberdrotu Renovables line items (€153.0 million); and (iii) other minor positive adjustments (€13.0 million).

Reflects (i) a negative adjusiment to convent the accounting for joint ventures of SPHI to the proportional consolidation methad from the
equity method (€8.7 million); (i) a negative adjustment related to the harmonization of the useful life of wind farms of SPHI (which
amortizes its wind farms on a straight line basis over a 25 year period) and Iherdrola Renovables (which amortizes its wind farms on a
straight line basis over a 20 year period) (€9.8 million); and (iii) a negative adjustment related to the reclassification of certain business
activities of SPHI 1o specific Iberdrola Renovables line items (€7.6 million).

Reflects an adjustment for the depreciation of the increased asset values resulting from the purchase price allocation (€88.7 million).

Reflects {i) a negative adjustment related to the Institutional Investment Structures (see “—Capital instruments with debi-like
charucteristics.”) (€17.8 million); (ii) a positive adjustment related to the reclassification of certain business activities of SPHI to specific
Iberdrola Renovables line items (€1.2 million); and {iii) other minor positive adjustments (€0.3 million).

Reflects s negative adjustment to conven the accounting for joint ventures of SPHI to the proportional censelidation method from the
equity method (€7.7 million).

Reflects a positive adjustment related to the reclassification of cenain business activities of SPHI to specific Iberdrota Renovables line
items (€28.1 million).

Reflects (i) a negalive adjusiment related to the reclassification of certain business activities of SPHI 1o specific [berdrola Renovables
tine items (€25.3 million); and (ii) o negative adjustment related to the ax effect of each of the adjusiments described above in the
column “Harmonization Accounting™ (€3.9 million).

(10) Reflects (i) a positive adjustment for 2 guarantee provided by Iberdrola, S.A. related to potential tax liabilities (€195.5 million) (see

“SPHI Discussion and Analysis of Financial Condition and Resulis of Operations—Factors Affecting SPHI Results of Operation—
Cenain non-recurring items”); and (ji) a further positive adjustment related to the tax effect of each of the adjustments described zbove in
the column “Pro Forma Adjustments” (€33.9 million).
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As of December 31, 2006

Unaudited pro forma balance sheet:

Iherdrola SP UK Harmonization ProForma ProForma
Renovables  SPHI  Assels Accounting Adjustments Total
(€in millions)
Assets
Non-current assets
Property, plant and equipment ............... 4,1354 14513 5363 208.50 1,452.1@ 7,784.0
Goodwill and intangible assets .............. 44,3 14.9 — 13,90 5,152.2 52253
Investments accounted for using the equity
method ... 0.1 2232 —_ (223.2y — 0.1
Non-current financial investments ........... 36 377 — 71,5 — 112.8
Deferred tax assets .............. ... ... 33.7 — — 35.6M — 69.3
Non-current trade and other receivables ... .. 67.2 293.0 —_— {108.2)% 217.19 469.1
Total non-currentassets ..................... 42843 20201 5363 (1.5) 6,821.4 13,660.6
Current assets
Cash and cash equivalents .................. 122.8 2409 163 18,1110 — 3938.1
Other current assets ... 328.7 506.1 45.0 10118 — 889.9
Totalcurrentassets ......................... 451.5 7470 613 28.2 — 1,288.0
Totalassels ..................cccovivnvnninn, 4,753.8 2,767.1 5976 26.7 6.821.4 14,948.6
Equity and Liabilities
Equity
Subscribedcapital ... 1646  1,609.5 1.3 —_ (85.8)1  1,689.6
OMherreserves .. ...ovveeiinei i 364.6 977.7) 4.4 (76.7)0u3 577071 50853
Profit for the year attributable to equity :
holders ... ... L 189.7 (109.1) 276 . 6809 140.70% 255.7.
Minority interests ..................o0....s 75.8 498 0.3 — — 1259
Totalequity ..o 794.7 5725 336 (69.9) 58256 7,156.5
Capital instruments with debt-like
characteristics ............................ - —_— -—_ 595.018 — 595.0
Total capital instruments with debt-like
characteristics .................... ... ... — — — 595.0 —_ 595.0
Non-current liabilities .......................
Interesi-bearing loans and borrowings ........ 4846 104.1 0.4 105.30n — 694.4
Interest-bearing Iberdrola, 8§.A. Group
borrowings .. .......... ... 3789 —_ 23.6 _ —_ 402.5
Other non-current liabilities ................. 241.6 8026 802 (625.9)18 1,674.41% 21729
Total non-current liabilities . ................. 1,105.1 906.7 104.2 (520.6) 1,674.4 3,269.8
Current liabilities
Interest-bearing loans and borrowings ........ 109.0 864 218 88.1@m — 305.3
Interest-bearing Iberdrola, S.A. Group
bOITOWINES . ... e 2,186.7 4622  409.0 — (678.6)2 23793
Other current liabilities ........ ... .. ..., 540.3 7393 290 (65.9)22 — 1,242.7
Total current liabilities ...................... 2,8360 12879 4598 222 (678.6) 3,927.3
Total equity and liabilities .................., 47358 2,767.1 5976 26.7 6.821.4 14,948.6

(1) Reflects (i) a positive adjustment to convert the accounting for joint venures of SPHI 10 the proportional consotidation method from the

2

3
(S}

equity methed (€258.4 million); (i1} 2 negative adjustment to reclassify software costs to intangible assets {€13.9 million); and (iii) other
minor negative adjustments (€35.6 million).

Reflects a positive adjustment related to the increase in fair value of the assets based on purchase price allocation values determined by
Iberdrola, 5.A. (€1,452.1 million).

Reflects a positive adjustment to reclassify software costs to inlangible assets (€13.9 million).

Reflects (i) a positive adjustment to goodwill allocated (o the renewable assets of SPHI (€1,760.4 million); and (i) a positive adjustment ’

related to the increase in fair value of the assets based on purchase price allocation values determined by Iberdrola, S.A.
(€3.391.8 million).

(5) Reflects a negative adjustment to convert the accounting for joint ventures of SPHI to the proportionat consolidation method from the

equity method (€223.2 million),

{6} Reflects (i) a positive adjusiment from the application of 1AS 39 o the valvation of derivative instruments of SPHI which had been

valued under U.S. GAAP (€£50.8 million); and (i) other minor positive adjustments (€20.7 miliion).
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{7) Reflects a positive adjustment from the tax effects of the other adjustments (€35.6 million).

(8) Reflects a negative adjustment from the application of 1AS 39 to the valuation of derivative instruments of SPHI which had been valued
under U.S, GAAP (£108.2 million).

{9) Reflects (i) a positive adjustment for a guarantee by Iberdrola, 5.A. related 10 potential wx liabilities (€217.1 million) (see “SPHI
Discussion and Analysis of Financial Condition and Results of Operations—Factors Affecting SPHI Results of Operation—Certain non-
recurring items”).

{10) Reflects a positive adjustment to convert the accounting for joim ventures of SPHI to the propertional conselidation method from the
equity method (€18.1 million).

{(11) Reflects a negative adjustment from the application of 1AS 39 to the valuation of derivative instruments of SPHI which had been valued
under U.S. GAAP (€20.4 million); (ii) a positive adjustment to convert the accounting for joint ventures of SPHI to the proportional
consolidation method from the equity method (€5.1 million); and (iii} other minor positive adjustments (€25.4 million).

(12) Reflects (i) a positive adjustment from the nominal capital of the Acquisition Capital Increase (€1,335.4 million}; (i} a negative
adjustment related to the elimination of subsidiaries’ subscribed capital (€1,610.8 million); and (i) a positive adjustment from the
nominal amount of the Loan Cupital Increase (€189.6 million).

{13) Reflects (i) a negative adjustment from the application of IAS 39 to the valuation of derivative instruments of SPH] which had been
valued under U.S. GAAP (€74.4 million): and (ii) other minor negative adjustments (€2.3 million),

(14) Reflects (i} a positive adjustment from the capital surplus of the Acquisition Capital Increase (€£3,444.0 million); (i) a positive
adjustment related to elimination of subsidiaries” reserves (€1,050.0 million); (iii} a positive adjustment for the surplus in the amount of
the ScoutishPower Contribution compared to the amount specified in the public deed (€441.7 million): (iv} & pesitive adjustment for the
climination of historical conversion differences (€324.4 million); {v) a positive adjustment from the capital surplus of the Loan Capital
Increase (€489.0 million); and {vi) other minor positive adjustments (€21.6 million).

{15) See the pro forma income statement for the vear ended December 31. 2006,

(16) Reflects a positive adjustment related to the Institutional I[nvestment Structures (see “—apital instruments with debt-like
characteristics.”)

{17) Reflects (i) a positive adjustment to convert the accounting for joint ventures of SPHI to the proportional consolidation method from the
equity method (€40.2 million); and {ii} a positive adjustment from the application of IAS 39 to the valuation of derivative instruments of
SPHI which had been valued under U.S. GAAP (€65.1 million).

(18) Reflects (i) a negutive adjustment related to the Institutional Investment Structures (see “—Capital instruments with debt-like
characteristics™) (E576.8 million); (i1} a negative adjustment from the application of 1AS 39 1o the valuation of desivative instruments of
SPHI which had been valued under U.S. GAAP (€67.9 million); and {iii} other minor positive adjustments (€18.8 million).

(19) Reflects a positive adjustment due to a deferred tax Hability related to the purchase price adjusiments (€1.674.4 million),

(20} Reflects (i) a positive adjustment from the application of 1AS 39 10 the valuation of derivative instruments of SPHI which had been
vilued under U.5. GAAF (€85.1 millien); and (ii) other minor positive adjustments (€3.0 million}.
(21) Reflects a negative adjustment related to the Loan Contribution (€678.6 million).

(22) Reflects (i) a positive adjustment to convert the accounting for joint ventures of SPHI 10 the proportionat consolidation method from the
equity method (€14.9 miltion); (ii) a negative adjustmem from the application of IAS 39 10 the valuation of derivative instruments of
SPHI which had been valued under U.S. GAAP (€87.1 million): and (iii} other minor positive adjustments (€6.3 million).




For the year ended December 31, 2006

Segmentation by business note to the unaudited pro forma income statement:

Wind
Total Mini- Renewable Enerpy Pro forma
Business segmenis Spain  USA UK ROW Wind hydro Businesses Gas!! Thermal mgmt Others totsl
(€ in millions, except perceniages)

Operating revenue .. .... 601.2 2392 920 532 9856 412 1.026.8 534 3650 87.8 4.0 1.537.0
Procurements . ......... — (3l — —  (1043) — (1043 (1.9 (302.4) @n  — (417.7)
Grossmargin ......... 60E2 1349 920 532 8813 412 9225 51.4 62.6 78.8 4.0 11193
Operating costs ........ (837 (374 (16T  (9.6) (1475 (79)  (1554) (183) (12.6) (424) (479) (276.5)
EBITDA ............. 5175 975 753 436 7338 333 767.1 332 500 364 (439) 8428
EBITDA margin® . ., .. B6.1% 713% 81.8% 82.0% B833% BOB% B3.2% 64.6% 799% 46.2% — 75.3%
Depreciation and

amortization charge

and provisions ....... (151.3) (84.8) (45.8) (20.2) (302.1) (108} (3129) (30.1) (14.6) 1.0) 19 (357.3)
Profit from opcrations

(BBIT)............. 3661 126 295 134 4317 224 454.2 25 355 354 (42.0) 485.5
EBIT margin® ... ..... 609% 93% ¥2.1% 44.0% 49.0% 54.4% 402%  A49%  56.7% 449% — 43.4%

{1} Enstor business segment.
{2) EBITDA margin is EBITDA divided by gross margin.
{3) EBIT margin is EBIT divided by gross margin.
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For the year ended December 31, 2006

Segmentation by geography note to the unaudited pro forma income statement:

Geographic segments Spain USA UK ROW Total
(€in millions)

Operating revente ... ... ... e i 6424 7494 920 532 153370
| T 1= 1 S — @417 - —_ @171
GrossMargin ...........oo i e 6424 331.7 920 532 11193
OPERatiNg COSIS ...\ttt e e e ae e e et (100.4) (126.2) (16.7) (33.2) (276.5)
EBIT DA e 5420 2055 753 199 8428
Depreciation and amortization charge and provisions ................. (162.2) (129.3) (45.8) (20.1) (357.3)
Profit from operations (EBIT) ................... ... 379.9 762 295 (0.1) 4855
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For the nine months ended September 30, 2007

Unaudited pro forma income statement:

Iberdrola SP UK Harmonization ProForma ProForma
Renovables SPHI  Assets Accounting  Adjustments Total

(€in millions)

Operatingrevenue .. .......................... 4944 4276 66.8 133.20 — 1,122.0
Procurements ..............covvieiiiirnninnns — (269.2) — (52.1)® — (321.3)
GrossMargin ... ... ... ... 494.4 1584 66.8 81.1 — 800.7
Operatingcosts ........................coo.... (136.5) (81.0) (12.6) (6.3 — (236.4)
Depreciation and amortization charge and

PrOVISIONS ... ... .. i'iiiiiiiniiininnnnnns (157.3) (41.6) (17.3) (7.8 (73.6)®  (297.6)
Profit from operations (EBIT) .............. 200.6 35.8 369 67.0 (73.6) 266.7
Net finance revenue (Costs) ................... (108.6) 04 (12.4) (33.0p8 _ (154.4)
Share of profit (loss) of companies accounted

for using the equity method ................ (0.6) 6.1 — {6,1)M —_— {0.6)
Gains (losses) on disposal of non-current

ASSEIS ..\ttt — (124) — — — (12.4)
Consolidated profit before taxes ............ 914 29.1 245 27.9 (73.6) 993
Income tax expense .............ooiiiiiinn., (359) 1582y (1.2 (20.6)® 213.0% (8.9)
Profit (loss) for theyear ..................... 555 (129.) 173 7.3 130.4 90.4
Result from discontinued operations .......... — — — — — —_
Minority iRterests ..........cooiviiiiiiiin, (6.8) 13 (0.3 {1.2y10 — (7.0)

Profit (loss) for the year attributable to

)

3}

4}

5)
(6)

M

(8)

it

equity holders of the parent .............. 48.7  (127.8) 17.0 6.1 139.4 83.4

Reflects (i) a positive adjustment from the application of [AS 39 to the valuation of derivative instruments of SPHI which had been
valued under U.S. GAAP (€100.6 million); (ii) a positive adjustment to conven the accounting for joint venwres of SPHI 1o the
proportional consolidation method from the equity method (€21.3 million); and (iii) other minor positive adjustments related to the
Institutional Invesiment Structures (see “—Capital instruments with debt-like characteristics.”) (€11,3 miltion).

Reflects a negative adjustment from the application of IAS 39 to the valvation of derivative instruments of SPHI which had been valued
under U.5. GAAP (€52.1 million}.

Reflects (i) a negative adjusiment 1o conven the accounting for joint ventures of SPHI to the proportional consolidation method from the
equity method (€6.5 million); and (ki) other minor positive adjustrments (€0.2 million).

Reflects a negative adjusiment 0 conven the accounting for joint venwures of SPHI to the proportional consolidation method from the
equity method (€7.8 million).

Reflects an adjustment for the depreciation of the increased asset values resulting from the purchase price allocation (€73.6 million).

Reflects a negative adjustment related to the Institutional Investment Structures (see “—Capital instruments with debt-like
characteristics.”) (£30.6 million); and (3i) other minor negative adjustments (€2.4 million).

Reflects a negative adjustment to convent the accounting for joint ventures of SPHI to the proportional consolidation method from the
equity method (€6.1 million).

Reflects a negative adjustment from the tax effect of each of the adjustments described above in the column “Harmenization
Accounting” (€20.6 million).

Reflects {i) a positive adjustment for a guarantee by lberdrola, S.A. related to potential tax liabilities (€186.4 million) (see “SPHI
Discussion and Analysis of Financial Condition and Results of Operations—Factars Affecting SPHI Results of Operation—Certain non-
recurring items™): and (ii) a positive adjustment from the tax effect of each of the adjusunents described above in the column “Pro Forma
Adjustments” (£26.6 million).

(10) Reflects a negative adjustment related 10 the Institional Investmenmt Structures (see “—Capital instruments with debt-like

characteristics.”) (€1.2 million).
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As of September 30, 2007

Unaudited pro forma balance sheet:

Assets
Non-current assets

Property, plant and equipment ........_.
Goodwill and intangible assets ..........

Investments accounted for using the

equitymethod ............... ... ...
Non-current financial investments ......
Deferred tax assets ...........coccoeennt.

Non-current trade and other

receivables ............. ..l
Total non-current assets .,..................

Current assets

Cash and cash equivalents ........... ...
Othercurrentassets ..............oo.....

Total current assets . ........................
Totalassets ...........cccociiiiiiieniienanns

Equity and Liabilities
Equity

Subscribed capital .................. ...
Otherreserves ...............coociionn.

Profit for the year attributable to equity

holders ...... ...
Minority interests .......................

Totalequity .................................

Capital instruments with debt-like

characteristies ... .........................

Total capital instruments with debt-like

characteristics .. ..........................

Non-current liabilities

Interest-bearing loans and borrowings ...

Interest-bearing Iberdrola, 5.A. Group

debt borrowings ......................
Other non-current liabilities .............

Total non-current liabilities ................

Current liabilities

Interest bearing loans and borrowings . ...

Interest-bearing Iberdroka, S.A. Group

debt borrowings .....................
Other current liabilities .................

Total current liabilities .....................

Total equity and liabilities ..................

Iberdrola SP UK Harmonization ProForma Pro Forma
Renovables SPHI  Assets  Accounting  Adjustments Total
(€ in millions)
4,820.7 1,691.0 619.2 183.4M 1,343.3@  B8,657.6
424 236 — 27.8% 4,854.040  4,947.8
0.1 2031 — (203.1) — 0.1
17.8 2L — 78.1¢ — 1171
363 — — 68.10 —_ 104.4
529 32 — (107.5)® 201.99% 458.5
49702 22501 619.2 46.8 6,399.2 14,2855
121.7 2274 115 16,700 — 377.3
342.8 559.4 365 (18.1)1 — 520.6
‘464.5 786.8 48.0 (1.4) — 1,297.9
54347 3,0369 667.2 454 6,399.2  15,583.4
164.6 1,497.6 1.3 — 26,100 1,689.6
4351  (864.6) 21.0 (67.0019  5327.804 48523
487 (127.8) 17.0 6.105 139.40% 834
76.9 49.8 0.1 (21.1)a6 —_ 105.7
7253 555.0 394 (82.0) 5,493.3 6,731.0
— —_ — 550.607 — 550.6
— — — 550.6 — 550.6
565.3 95.4 0.3 111.008 — 7720
377.1 — 228 — _— 399.9
220.6 8214 794 (548. % 1,584,520 2157.2
1163.0 916.8 102.5 (437.7) 1,584.5 33291
142.1 224 36.2 111,620 — 3123
2,803.4 827.5 400.8 _ {678.6)2» 3,353.1
600.9 7152 883 _ (97.1)2H _ 1,307.3
35464 1,565.1 5253 14.5 (678.6) 49727
54347 3,036.9 667.2 454 6,399.2 155834

(1} Reflects (i) a positive adjustment to conven the accounting for joint ventures of SPHI o the proportional consolidation method from the
equity method (€221.3 miltion); (ii) a negative adjustment to reclassify software costs to invangible assets (€1.3.8 million): and (iii) other

minor negative adjustments (€24.1 million).

(2) Reflects a positive adjustment related to the increase in fair value of the assets based on purchase price allocation values determined by

Iberdrola, 5.A. (€1,343.3 million).

(3) Reflects {i) a positive adjustment to reclassify software costs to intangible assets (€13.8 million); and (ii} other miner positive

adjustments (E14.0 million).

(4) Reflects (i} a positive adjustment to goodwill allocated to the renewable assets of SPHI (€1,653.9 million); and (ii) a positive adjustment
related to the increase in fair value of the assets based on purchase price allocation values determined by Iberdrola, 5.4, (€3,200.1

million).
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(5} Reflects a negative adjustment to conven the accounting for joint ventures of SPHI to the proportional consolidation method from the
equity method (€203.1 million).

(6} Reflects (i) a positive adjustment from the application of 1AS 39 to the valuation of derivative instruments of SPHI which had been
valued under U.S. GAAP (€60.0 million); and (ii) other minor positive adjustments (€18.1 million).

{7} Reflects a positive adjustment from the tax effects of the other adjustments (€68.1 million).

(B} Reflects a negative adjustment from the application of TAS 39 to 1he valuation of derivative instruments of SPHI which had been valued
under 1.5, GAAP (€£107.5 million).

(%) Reflects a positive adjustment from a guarantee provided by Iberdrola, $.A. related to potential tax liabilities (€201.9 million).

{10) Reflects a positive adjustment to convent the accounting for joint ventures of SPHI to the proportional consolidation method from the
equity method (E16.7 miltion).

(1) Reflects (i) a negative adjustment from the application of 1AS 39 to the valuation of dervative instruments of SPHI which had been
valued under U.S. GAAP (€21.2 million); (ii) a positive adjustment to convert the accounting for joint venwres of SPHI o the
proportional consolidation method from the equity method (€4.1 million); and (iii} other minor negative adjustments (€1.0 million}

(12) Reflects (i) a positive adjustment from the nominal capital of the Acyuisition Capuial Increase (€1,335.4 million), (i1) a negative
adjustment related to the elimination of subsidiaries” subscribed capital elimination (€1,498.9 million); and (iii) a positive adjustment
from the nominal amount of the Loan Capital Increase (€89.6 million).

(£3) Reflects (i) a negative adjustment from the application of IAS 39 (o the valuation of derivative instruments of SPHI which had been
valued under U.S. GAAP (€61,7 million); and (ii) other minor negative impacts (€5.3 million).

(14) Reflects (i) a paositive adjustment from the capital surplus of the Acquisition Capital Increase (€3,444.0 million); (ii) a positive
adjustment related to elimination of subsidiaries’ reserves (€910.6 million); (iii} a positive adjustment for the surplus in the amount of the
ScottishPower Contribution compared to the amount specified in the public deed (€468.7 million); (iv) a positive adjustment from the
capital surplus of the Loan Capital Increase (€489.0 million): and (v} other minor positive adjustments (€15.5 million).

(15) See the pro forma income statement for the nine months ended September 30, 2007.

(16) Reflects a negative adjustiment related to the Instiutional Investment Structures {see “Capital instruments with debt-like characteristics.”)
(€21.1 mitlion).

{17) Reflects a positive adjustment related (o the Institutional Investment Structures (see “Capital instruments with debt-like characteristics.™)
(€550.6 million),

(18) Reflects (i) a positive adjustment to conven the accounting for joint ventures of SPHI 1o the proportional consolidation method from the
equity method (€34.5 million); and (ii) a positive adjustment from the application of 1AS 39 to the valuation of derivative instruments of
SPHI which had been valued under U.S. GAAP (€76.5 million).

(19) Reflects (i) a positive adjustment to convert the accounting for joint ventures of SPHI to the proportional censolidation method from the
equity method (€1.6 million); (ii) a negative adjustment from the application of AS 39 to the valuation of derivative instruments of SPHI
which had been valued under U.S, GAAP (€57.1 million); and (iii} a negative adjustment related to the Institutional Investment
Structures {see “Capital instruments with debt-like characteristics.””) (€493.2 million),

(207 Reflects a positive adjustment due to o deferred tax liability related to the purchase price adjustments (€1,584.5 miltion}.

(21) Reflects (i} a positive adjustment from the application of 1AS 39 to (he valuation of derivative instruments of SPHI which had been
valued under U.S. GAAP {€103.3 million); and (ii) other minor positive adjustments (€8.3 million).

{22) Reflects a negative adjustment related 1o the Lean Contribution (€678.6 million).

{23} Reflects (i) a positive adjustment to convert the accounting for joint venwres of SPHI to the propertional consolidation method from the
equity method (€13.6 million); (i) a negative adjustment from the application of 1AS 39 to the valuation of derivative instruments of
SPHI which had been valued under U.S. GAAP (€107.2 million); and (iii) other minor negative adjusiments (€3.5 million).
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For the nine months ended September 30, 2007

Segmentation by business note to the unaudited pro forma income statement:

Wind
Totzl Mini- Renewable ncrgy
Business segments Spain USA UK ROW Wind hydro Busincsses Gas'V Thermal mgmt Others Total
{€ in millions)

Operating revenue ... .. 4103 1875 668 564 7210 250 746.0 288 2986 484 0.t L1220
Procurements ......... — (69.8) — - (69.8) — (69.8) —_ (246.7) 4.9) - (321
Grossmargin . ........ 41063 1177 668 564 6512 250 676.3 288 520 43.6 0.1 8007
Operating costs .. ...... (67.3y (36.7y (157 94) (129.1) (7.3 (1365 (501 (112 (33.3) (404) (2364)
EBITDA............. 3430 810 512 47.0 5211 17.7 5398 137 40.8 103 (403) 5643
EBITDA margin® .... 83.6% 638% 76.6% 83.3% 80.2% 70.8% 79.8% 476% T85% 236% — 70.5%
Depreciation and

amonrtization charge

and provisions .. ..... (124.8) (73.3) (369 (199 (23500 (83) {2613 (236) (101 (1.2) 07 (291.6)
Profit from cperations

(EBIT) ............ 218.2 7.7 142 270 2071 9.4 276.5 (9.9) 306 9.1  (396) 2667
EBIT margin® ....... 53.2% 65% 213% 479% 41.0% 31.6% 409% (34.)% 588% 209% — 33.3%

(1) Enstor business segment.

(2) EBITDA margin is EBITDA divided by gross margin.
(3) EBIT margin is EBIT divided by gross margin.
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For the nine months ended September 34, 2007

Segmentation by geography note to the unaudited pro forma income statement:

Geographic segments Spain USA UK ROW Total
(€ in millions)

OPerating TEVENUE . . ...oiiii ittt ittt e nananes 4354 5633 668 565 1,122.0
PrOCUIEINENTS ...ttt vttt e et e et et iae e iaaaeeneaes —  (321.3) — — (321.3)
GrossSMATZIN ... ... it ia e e e aeeaa 4354 2420 668 565 800.7
OPerating COSIS ... oottt ettt et e (99.6) (94.8) (15.7) (26.3) (236.4)
EBI DA e e 3358 1472 511 302 564.3
Depreciation and amortization charge and provisions ................. (135.00 (105.7) (36.9) (20.1) (297.6)
Profit from operations (EBIT) ,........... ... ..., 200.8 415 143 101 266.7
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SELECTED CONSOLIDATED HISTORICAL FINANCIAL AND OTHER DATA

The following selected historical consolidated financial data has been extracted from (a) the audited
consolidated financial statements of Iberdrola Renovables as of and for the year ended December 31, 2005 and as
of and for the year ended December 31, 2006, prepared in accordance with IFRS and (b) the unaudited
consolidated condensed financial statements of Iberdrola Renovables as of and for the nine months ended
September 30, 2007, prepared in accordance with IFRS. We adopted IFRS as our primary accounting principles
from January 1, 2005, and our first consolidated financial statements under IFRS are those as of and for the year
ended December 31, 2005.. The selected historical consolidated financial data also includes, for comparative
purposes only, unaudited consolidated financial information as of and for the year ended December 31, 2004
using IFRS as included in the audited financial statements as of and for the year ended December 31, 2005 and
unaudited consolidated financial information as of and for the nine months ended September 30, 2006 as
included in the vnaudited financial stuements as of and for the nine months ended September 30, 2007. For more
information regarding our transition to IFRS, see “Note 3. Transition to Intermational Financial Reporting
Standards, IFRS” in the notes to the financial statements as of and for the year ended December 31, 2005
included in this offering memorandum. We have presented below selected cash flow information for the years
ended December 31, 2005 and 2006, and for the nine months ended September 30, 2006 and 2007. The 2004
cash flow information presented elsewhere in this offering memorandum is unaudited and was prepared by
applying IFRS in effect at December 31, 2005 and is presented in the audited consolidated financial statements as
of and for the year ended December 31, 2005 for comparative purposes only. Moreover, the cash flow statements
presented in the consolidated financial statements as of and for the year ended December 31, 2006 have been
prepared following the new presentation format used by our parent company, Iberdrola, §.A., which is different
from the former cash flow presentation format included in the consolidated financial statements as of and for the
year ended December 31, 2005. As a consequence, the line items for the 2004 and 2005 cash flow statements
presented in the audited financial statements as of and for the year ended December 31, 2005 included elsewhere
in this offering memorandum have not been reclassified to reflect the changes to the audited cash flow statements
as of December 31, 2006. The audited consolidated financial statements as of and for the year ended December
31, 2006, which are presented below, include the reclassified December 31, 2005 cash flow information for
comparative purposes only. See “Management’s Discussion and Analysis of Financial Condition and Results of
Operations™ for a reconciliation of the line items between the current presentation format for the cash flow
statements for the year ended December 31, 2006 and the former presentation format for cash flow statements for
the year ended December 31, 2005, and for the year ended December 31, 2004 included for comparative
purposes only in the audited consolidated financial statements as of and for the year ended December 31, 2005.

The selected historical consolidated financial data should be read in conjunction with “Management's
Discussion and Analysis of Financial Condition and Results of Operations,” and our historical financial
statements and the relevant notes thereto included elsewhere in this offering memorandum. The following are
selected consolidated historical financial data of Tberdrola Renovables and its subsidiaries prior to the acquisition
of the ScottishPower Assets.
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Income statement data:

For the ycar ended For the nine months
December 31, ended September 30,
2004 2008 2006 2006 2007

{unaudited) (audited) (oudited) (ungudited) (unaudited)
(€in millians, except percentages and earnings per share)

Revenue ... . ... . 329.5 5573 6956 5144 404 4
Grossmargin® ... ... 329.5 5573 6956 5144 494.4
Net operatingexpense .................................. (68.1) (85.3) (130.1) (98.5) (129.9)
EBITDA® . 256.0 4576 5567 4104 357.9
EBITDA margin® ... .. ... ......................... 77.7% 82.1% 80.0% 79.8% 72.4%
Depreciation and amortization, charge and allowances ... (108.5)  (149.9) (1824) (137.6) (157.3)
Profit from operations (EBIT) ......................... i47.5 307.7 3743 2728 200.6
EBITmargin®™ ... ... ... ... 44 3% 55.2% 53.8% 53.0% 40.6%
Finance income ............... ... . 82 44 318 254 9.0
Finance costs ....................o (88.8) (68.8) (100.4) (69.7) (117.6)
Profitheforetax........................................ 61.8 2434 306.6 228.5 914
Incometax ... ... (23.5) (90.2) (106.2) (74.4) (35.9)
Netprofitfortheyear.................................. 38.3 1532 2004 154.1 55.5
MiInority iMerests . ....ovurtenee e e aeaeaean (3.9) 39 (107 (10.1) (6.8)
Net profit for the year attributable to equity holders

oftheparent ................................ SUNUPRU 34.5 144.3 189.7 144.0 48.7
Earnings pershare (€} ... ... ... 2.09 8.77 11.52 875 296
{1} The consolidated income statement data as of Dccem.bcr 31, 2004 is presented for comparutive purposes enly and is not audited. We

@)

3)

(4
(53
(6)

prepared the 2004 consolidated income statement by applying IFRS in effect at December 31, 2005,

Gross margin is revenues less energy costs o procurements. As there are no energy costs or procurements for rencwable energy
generation in Spain, gross margin is the same s revenues,

EBITDA represents eamnings before interest, income taxes, depreciation and amortization. EBITDA is included because it is frequently
used by certain investors, securities analysts and other imerested parties in evatuating similar companies. However, because all
companies do not calculate EBITDA identically. our presentation of EBITDA may not be comparable to similarly titled measures of
other companies, EBITDA is not an item recognized under IFRS and should not be considered ds an altemative to profit from cperations,
operating income or any other indicator of 2 company’s operating performance required by IFRS. EBITDA should not in any way be
compared to the operating income, net income or cash flow resulting from our activities nor should it be used as an indicator of our past
or future profitability or liquidhty,

EBITDA margin is EBITDA divided by gross margin.
EBIT margin is EBIT divided by gross margin.

Represents net profit divided by average number of shares. Average number of shares used for earnings per share for each of the periods
in the 1able zbove was 16,460,044 shares,
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Balance sheet data:

Asof
As of December 31, September 30,
2004 2005 2006 2007
(unaudited) (audited) (audited) (unaudited)
(€ in millions)
ASSETS
Non-current assets
Intangible assets . ....... ... oot 13.5 42.4 44.4 424
Goodwill ... .. 29 30.8 31.0 31.0
Otherintangible asse1s . ... ... 10.6 11.6 134 1.4
Property, plant and equipment ............... ... 2.816.0 3,460.1 4,135.3 4,820.7
Property, plant and equipmentinuse ......................... 24014 3,139.6 3,574.6 3,898.7
Property, plant and equipmentin process ...................... 414.5 320.5 560.7 9220
Financialassets ... ... ... ..ottt 51.9 303 71.0 70.8
Investments accounted for using the equity method ............. 340 0.1 0.1 0.1
Non-current equity investments .............................. 42 03 1.1 12.3
Other non-current financial investments . ...................... 19.7 299 67.3 530
Derivative financial instruments . ..............coo 0o 0 0 2.5 54
Public Administrations . ...ttt 17.8 10.7 0 0
Deferredtax assets ... .. ... .. ... ... ... 519 554 337 36.2
29570 3,598.9 42844 4,970.1
Current assets
Current trade and other receivables ........................ 205.7 293.2 145.0 1327
Current financial assets . .................................. 12.1 334 387 48.3
Current equity investments .......... ... ... . i 7.6 04 2.3 1.1
Other financial investments ............cocoiiiiiiiiiiiiinenn, 4.5 330 35.1 41.5
Derivative financigl instruments .. .......................... L. 0 0 1.3 57
Taxreceivables ......... ... ... ... ... .. i, 125.0 1014 145.0 161.9
Cash and cashequivalents ................................. 215 6l.4 122.8 121.7
370.5 489.4 451.5 464.6
Total Bssets ... ... ... i i 33275 4.088.3 4,7359 54347
EQUITY AND LIABILITIES
Of Shareholdersof theparent .............................. 425.2 557.9 7189 648.3
Share Capital ... ... ... .. . 164.6 164.6 164.6 164.6
Share Premium ... .. ..o i i 60.3 102.0 102.0 “102.0
Unrealized assets and liabilities revaluation reserve ............ (9.1) (8.6) 0.8 3.1
O T TESBTVES .. ittt e e e 172.7 153.4 261.8 326.2
Translation differences ............. .. .. ... ... .. . 22 S22 . 0 3.7
Netprofitforthe year ... oo 34.5 144.3 189.7 48.7
Minority interests ........ e e eaeeaeaeaaean 15.9 66.5 758 710
’ 441.2 624.3 794.7 725.3
Non-current liabilities
Deferredincome ... ... ... ... ... ... i, 148 909 117.5 121.1
Provisions. ... .. ... ... i 1.6 274 15.3 179
Bank borrowings and other financial liabilities .............. 349.1 366.0 484.6 565.3
Bank borrowingsloans ............ ... ...l 270.5 293.1 4822 564.6
Derivative financial instruments . ......... ... ... iiiiinn... 187 729 24 0.3
Other non-current labilities .......... ... .. ... ......... 507.8 495.2 461.0 432.0
Deferred tax liabilities ......................... e 9.7 254 26.8 26.7
Total non-current liabilities . ............................... 8829 1,004.9 1,105.1 1,163.0
Current liabilities
Provisions . . ... . i i e e 0.1 8.8 2.3 1.7
Bank borrowings and other financial liabilities .. .......... .. 24.3 79.1 109.1 142.1
Bank borrowings loans .. ... ... e 243 78.4 109.0 142.0
Derivative financial instruments . ...... U, - 0.7 0.1 0.1
Trade and other payables .................................. 1.979.0 2,371.2 2,724 3,402.6
Trade payables . ... .. 29.0 123.2 173.4 157.9
Current tax liabilities and other tax payables ................... 348 76.9 64.0 52.3
Other current liabilities™ . ... .. . i 1,915.2 2,171.1 2,487.3 31920
Total current liabilities .................................. 2.003.5 2,459.1 2.836.1 3,546.4
Total liabilities ............ ... .. ... ... ... ... ...l 2,886.3 3.464.0 3.941.2 47094
Total equity and liabilities ................................. 33275 4,088.3 4,7359 5434.7

(1) The consolidated balance sheet data as of December 31, 2004 is presented for comparative purposes only and is not audited, We prepared

the 2004 consolidated income statement by applying IFRS in effect a December 31, 2005,

(2) Other current liabilities include transactions with other Iberdrola, S.A. Group companies.
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Cash flow data:

Cash flows from operating activities (I}
Cash flows from investing activities (II)
Cash flows from financial activities (IT)

Net increase in cash and cash equivalents (I+1I=I1T) ........ ..

Cash and cash equivalents at January 1 .

Cash and cash equivalents at end of the period ................

7!

For the year ended For the nine months ended
December 31, September 30,
2005 2006 2006 2007
(€ in millions)
751.8 703.5 348.6 706.9
(740.2) (688.8) 407.3) (616.2)

222 46.8 91.9 (91.8)
338 61.5 33.2 (n
276 61.3 61.3 122.8
614 122.8 94.5 121.7




MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS

We encourage you to read the following discussion in conjunction with the section entitled “Selected
Consolidated Financial Data™ as well as with our consolidated financial statements and the related notes thereio
included elsewhere in this offering memorandum. We prepare our financial statements in accordance with IFRS,
which differ in significant respeets from U.S. GAAP and U.K. GAAP. The discussion below is the discussion and
analysis of the historical results of operations and financial condition of Iberdrola Renovables and its
subsidiaries prior 1o the Acquisition and consolidation of the ScottishPower Assets, except as otherwise
indicated. All installed capacity figures, production figures and results of operations and financial condition
information in this section are presented as actual figures of Iberdrola Renovables on a historical stand-alone
basis, except as otherwise indicated as pro forma.

The following discussion includes forward-looking siatements which, although based on assumptions that
we consider reasonable, are subject 1o risks and unceriainties which could cause actual events or conditions 1o
differ materially from those expressed or implied by the forward-looking statements. For a discussion of some of
those risks and uncertainties please refer to the sections entitled “Forward-looking Statements” and “Risk
Factors.”

Overview

We are a leading renewable energy company engaged primarily in the design, development, construction
management and operation of generation plants that produce electricity using renewable sources and the sale of
electricity produced by such plants. Our business currently includes primarily onshore wind energy and mini-
hydro energy and, to a lesser extent, solar photovoltaic energy. We are also developing offshore wind energy and
other renewable technologies, including solar therma! energy, biomass and wave energy. As of and during the
nine months ended September 30, 2007 on an actual basis, we had 4,977 MW of installed renewable capacity, of
which 93.1% was installed wind capacity.

As further discussed below, our historical results of operations have been driven principally by: (i) the
expansion of our business through an increase of installed capacity and production and (ii) electricity prices
which are in whole or in part determined by regulatory authorities and exposed, in whole or in part, to market
pricing. See “Regulatory™ and “Risk Factors—Qur profitability in each of the regional markets in which we
operate is dependent on policies and regulatory frameworks that support renewable energy development.”

Our business will change significantly as a result of the acquisition of the ScottishPower Assets as
illustrated in the pro forma financial information included elsewhere in the offering memorandum and as a result
of the impact of other factors, such as exchange rates and changes in accounting policies of the ScottishPower
Assets, which will affect our results of operations and financial condition going forward. See “Acquisition and
Unaudited Pro Forma Financial Information.” For a description of the factors that will affect our future results of
operations following the acquisition of the ScottishPower Assets, Sce “—Factors Affecting Our Future Results of
Operations.”

Factors Affecting OQur Historical Results of Operations
Expansion of our businesses

We have significantly increased our installed renewable capacity and electricity production in recent years
through the development of renewable energy projects and the acquisition of projects under various phases of
development. We continue to develop our wind farms and other renewable energy facilities and, to a lesser
extent, acquire projects under various phases of development. All installed renewable capacity and electricity
production figures in the tables included in this section are historical consolidated figures of Iberdrola
Renovables, which exclude the installed capacity and electricity production of the ScottishPower Assets. See
“Presentation of Financial and Other Information.”

During the period under review, our gross assets increased in connection with the expansion of our business
and the development of our wind farms. As of December 31, 2004, 2005 and 2006 and as of September 30, 2007,
we had a gross asset value of property, plant and equipment in use, excluding the value of projects under
development, of €2,840.1 million, €3,774.7 million, €4,389.7 million and €4,856.9 million, respectively. Gross
assets do not directly correspond with the number of MW installed at the end of each period.
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Installed capacity

The table below presents our actual installed capacity in MW of our renewable energy facilities as of
December 31, 2004, 2005, 2006 and as of September 30, 2006 and 2007:

Installed capacity As of December 31, As of September 30,
2004 2005 2006 2006 2007
(in MW)
Wind Spain ... 2,891 3,258 3.662 3,395 4,035
Wind Intenational :
United States of America............................... — — 26 — 54
United Kingdom ............... oo i, — — — — -—
Restofthe World ........... .. ... ................ —_ 236 414 348 547
Total Wind .................. ... .. 2,891 3,494 4,102 3,743 4,636
Mini-hydro .. ....... ... 315 316 333 333 342
Other technologies ......................................... - — 0.3M 0.3 0.3
Total Installed Capacity .._................................ 3,206 3,810 4,434 4,076 4,977

(1) Includes 0.3 MW of solar photovoltaic energy in Spain and Greece.
Of our instatled renewable capacity, 90.2%, 91.7% and 92.5% was capacity from our installed wind farms at
December 31, 2004, 2005 and 2006, respectively. At September 30, 2007, 93.1% of our installed: renewable

capacity was from our wind farms as compared to 91.8% from wind farms at September 30, 2006.

Of our total installed wind eapacity at December 31, 2004, 2005 and 2006 and at September 30, 2007,

100%, 93.2%, 89.3% and 87.0%, respectively, of our installed wind capacity was located in Spain compared to -

0%, 6.8%, 10.7% and 13.0%, respectively, located in international locations. International instalied wind
capacity increased in 2005 and 2006 in part due to the full consolidation of the Greek company, C. Rokas, S.A.
into our financial statements beginning in the fourth quarter of 2005.

As of September 30, 2007, on an actual basis, we have increased our installed renewable capacity by 55.2%
since December 31, 2004 and have increased our installed wind capacity by 60.4% since December 31, 2004.

Electricity production

The table below presents our historical production in GWh of our renewable energy facilities during years
ended in December 31, 2004, 2005, 2006 and during nine months ended in September 30, 2006 and 2007:

During the
During the year ended nine months ended
Electricity production December 31, September 30,
b0 ) 2005 2006 2006 207
{in GWh)
Wind Spain ... 4,846 6,240 6,624 4,687 5,357
Wind Intemational
United States of America ...... PO — — —_— — 46
United Kingdom ........................... L. — - — — —
Restofthe World ... . — 232 705 494 733
Total Wind ......... .. ... 4,846 6,471 7,329 5,181 6,136
Mini-hydro........ ... ... . 566 586 538 427 450
Other technologies ......................................... — —_ 0.1 0.1m 0.1
Total electricity production ................................ 5413 7,058 7,867 5,608 6,586

(1) Includes 0.1 GWh of solar photovoltaic energy in Spain and Greece.

Of our total electricity production, 89.5%, 91.7% and 93.2% was generated from our wind operations in the
years ending in December 31, 2004, 2005 and 2006. During the nine months ending in September 30, 2007, we
generated 93.2% from our wind operations compared to 92,.4% from wind operations during the same period
ended in September 30, 2006. i

73



Of our tota} electricity production from wind energy, 100%, 96.4% and 90.4% was generated from our wind
operations in Spain during the years ended in December 31, 2004, 2005 and 2006, respectively, compared to 0%,
3.6% and 9.6%, respectively, from our international wind operations. During the nine months ended
September 30, 2006, we generated 90.5% of our total electricity production from wind energy in Spain and 9.5%
inernationatly, compared to 87.3% in Spain and 12.7% internationally during the nine months ended
September 30, 2007.

We have increased our total yearly renewable energy production from December 31, 2004 to December 31,
2006 by 45.3% and have increased our total yearly wind energy production from December 31, 2004 to
December 31, 2006 by 51.2%.

Regulatory framework and pricing terms

Our renewable energy projects depend heavily on national and international policies in support of the
development of renewable encrgy, such as various types of governmental incentives that support the sale of
energy generated from renewable sources. See “Risk Factors—Our profitability in each of the regional markets
in which we operate is dependent on .policies and regulatory frameworks that support renewable energy
development.” For a further description of the regulatory frameworks and pricing regimes and subsidies in
various jurisdictions in which we operate, see “Regulatory.” The tables below do not present all the benefits and/
or subsidies that we receive in all countries in which we operate. In panticular, the prices do not present the
accrual of investment subsidies in Greece and other minor financing benefits for other renewable technologies.

The table below presents the evolution of our average prices in euro per MWh for each of our business
segments and geographical segments for wind energy during the periods under review.

For th
nine m;];lmeended
Average electricity prices For the year ended December 31, ~ September 30,
2004 2008 2006 2006 2007
{€Eper MWh)
WindSpain ... 63.0 80.3 90.8 95.4 76.6
Wind Intemational ...... ... .. ... — 74.0 75.5 68.2 757
United States of America ............ ... — — — -— 5581
United Kingdom ....... ... i, — — - — —
Restofthe World ... — 74.0 75.5 68.2 76.9
Total Wind (average price) ..........oiiiiiiiiiiiiianainn.. 63.0 80.0 89.3 928 76.4
Mini-hydro) o 42.6 60.6 76.5 78.3 55.6
Othertechnologies ... e — — 440.4 440.4 476.1
Total average electricity prices ............................ 60.9 79.0 88.4 91.7 75.1

(1} Does not include the effect of PTCs.
(2) Mini-hydro average prices are the blended average prices of the ordinary regime and the special regime.

In Spain, variations in the average price of electricity are mainly explained through changes in electricity
market prices, the regulatory framework or the selling option chosen.

Electricity market prices have shown the foliowing evolution:

«  2004: As in other markets, average market price increased progressively from a €25 per MWh level to
€40 per MWHh, in line with the increase in oil prices. This tendency was reinforced in Spain due to
lower hydroelectric production during the year.

*  2005: Electricity prices kept rising up to a level around €70 per MWh as & consequence of rising oil
prices and especially, rising prices of CO, emission rights (introduced for the first time by the
European Union).

*  2006: Average market prices fell from €50 per MWh in March to €40 per MWh at the end of the year.
This decrease mainly occurred as prices of CO, emission rights decreased down to €10/t by the end of
the year. Additionally in Spain, lower market prices were also enhanced by better hydroelectric
production.

*  Jan-Sept 2007: Market prices have continued to decrease to a lesser extent, in line with the evolution of
CO; emission rights, by approximately 15.6% from December 31, 2006 to September 30, 2007,

74



Moreover, we made certain chotces between existing remuneration options following our analysis of the
regulatory framework at such times during the period under review:

*  2004: In March, Royal Decree 436 was published and established the sale options (regulated tariff and
market price plus a premium) that have existed to date. In 2004, after the enactment of the new regime
and the completion of the transfer process, we adopted the regulated tariff option for our facilities,
increasing the returns received by our production. Part of the total electricity we sold during 2004 was
sold under the previous regime.

s 2005: With increasing electricity market prices during this year, the market option provided for higher
wind remuneration prices than the regulated tariff option. Therefore as facilities fulfilled the one year
requirement to change the Lype of sale option, we shified our wind facilities from the regulated tariff
remuneration option to the market option, in order to capture the additional remuneration provided by
the market option.

*  2006: All our wind farms remained under the market option. Premium levels increased in line with the
regulated tariff. As a result of the shift from the regulated tanff toward the market option as the
principal remuneration regime for our wind facilities, the average price al which we sold wind

electricity in 2006 was higher than in 2005, despite a general environment of lower electricity market’

prices when compared with 2005.

*  Jan-Sept 2007: Our wind farms continue to operate under the market option and premium tevels have
remained constant at 2006 levels. In spite of lower market prices, the market option continues to
achieve higher prices than the regulated tariff. In May 2007, the Spanish government approved Royal
Decree 661/2007 which has not affected the remuneration of our renewable assets during the nine
months from January to September 2007, Royal Decree 661/2007 mainly affects the remuneration of
new capacity in operation after Janvary 1, 2008 and existing operating capacity that remains under the
variable regime from 2012 onwards (see “Regulatory” for a further description of Roya) Decree
661/2007).

The table below sets forth our average fixed rate tariffs and variable market tariffs during the period under
review. The data shown also takes into account the complements (reactive power and other complements) and
imbalance costs applicable in each case, thus the data below is not fully comparable to levels set in the
regulation.

Wind Spain realized prices Average Prices
For the year ended For the nine munths
December 31, ended Scptember 30,
2114 2005 2006 2006 2007
(€ per MWh, except percentages)
Regulated Fixed Regime .................................... 67.1 68.1 679 689 68.9
Varable Market Regime .................oooon i, 69.2 938 92.0 96.8 770
Difference (Variable/Regulated) .............coceevvennnnn... 31% 378% 354% 40.5% 11.8%

Interest rate exposure

Our renewable energy facilities are primarily financed by debt. Our net indebtedness was €2,329.2 million,
€2,654.6 million and €3,032.7 million at December 31, 2004, 2005 and 2006, respectively and €3,755.1 million
at September 30, 2007. An increasing portion of our indebtedness in 2006 bore interest at variable rates,
generally linked to EURIBOR. As of December 31, 2006 and as of September 30, 2007, we had 39.8% and
60.0% of our indebtedness at variable interest rates, respectively, 52.0% and 36.3% at fixed interest rates,
respectively and 8.2% and 3.7% at capped rates, respectively.

Derivatives treatment

We initially recognize derivative financial instruments at acquisition cost and subsequently remeasure them
at fair value. We recognize gains or losses arising from such changes in value in our income statement unless we
designate the derivative as a cash flow hedge or hedge of a net investment in a foreign operation. Fair value for
derivatives traded in organized financial markets is the price at close of business on the balance sheet and for
derivatives not traded in organized financial markets, we determine fair market value using assumptions based on
market conditions at the balance sheet date. See “—Quantitative and Qualitative Disclosures about Market
Risk—Financial Instruments.” Our derivative financial instruments at December 31, 2004, 2005 and 2006 were
valued at €78.6 million, €73.5 million and €2.5 million, respectively. At September 30, 2006 and 2007,
derivative financial instraments were valued at €4.4 million and €0.8 million, respectively. In 2005, we had
€60.4 million of non-hedging derivatives that were created before 2004 to hedge a bank project financing for one
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of our subsidiaries. The bank project financing was repaid and replaced by financing from Iberdrola, S.A. and the
related derivative contract was designated as a non-hedging derivative, as we would have incurred at a higher
cost had we cancelled the derivative at such time. In the year ended December 31, 2006, the fair value of the
derivative decreased and we cancelled the derivative and recognized financial income of €23.5 million.

Factors Affecting our Future Results of Operations
The Acquisition of the ScottishPower Assels

Our current financial condition and future results of operations will also be driven by the Acquisition
effective on October 3, 2007 of SPHI and its subsidiaries in the United States and True North Wind in Canada
which was organized under the holding company, lberdrola Renewable Energy Canada, Lid., (together with
SPHI, the “SP US Assets™) and certain subsidaries and wind farms in the United Kingdom of Scottish Power Lid.
{formerly ScottishPower plc) (the “SP UK Assets,” together with the SP US Assets, the “ScottishPower Assets™).

The Acquisition was an instrumental part of our objective to become a leading renewable power producer
globally. In order to better illustrate the impact of the Acquisition on the Iberdrola Renovables Group, we have
prepared unaudited pro forma financial information as of and for the year ended December 31, 2006 and as of
and for the nine months ended September 30, 2007 giving effect 1o the Acquisition as if it had occurred on
Januvary 1, 2006 and January 1, 2007, respectively. See “Acquisition and Unaudited Pro Forma Financial
Information.” .

Based on SPHI and the 10 U.K. Wind Companies financial information as used in the preparation of the
unaudited pro forma financial information, together the ScottishPower Assets represented approximately 37.9%
and 38.3% of pro forma gross margin and 34.0% and 36.6% of pro forma EBITDA of the Iberdrola Renovables
Group including the pro forma adjustments and harmonization under IFRS for the year ended December 31, 2006
and for the nine months ended September 30, 2007, respectively. The Acquisition has significantly affected our
financial condition and will significantly affect our results of operations in the future, including exchange rate
effects, increases in depreciation and amortization and changes in value of denivative financial instruments. For
further information regarding the Acquisition, see “Acquisition and Unaudited Pro Forma Financial
Information,” “SPHI Discussion and Analysis of Financial Condition and Results of Operations” and “SP UK
Assets Discussion and Analysis of Financial Information.”

Exchange rate effects

As a result of our international expansion and the Acquisition, we will experience greater currency
transaction risks and currency translation risks, as sales and costs of our subsidiaries are denominated in the
currency of the jurisdiction in which we operate. We attempt to hedge against currency transaction risk primarily
by matching sales and costs in the same currency. In addition, the assets und liabilities and the profit and loss of
each of our operating subsidiaries are reported in the operating currency of the jurisdiction in which it primarily
operates. These amounts, if not reported in euro, are then translated into euro for inclusion in our consolidated
financial statements at the year-end exchange rates at the date of consolidation. Historically, prior to the
Acquisition, we had minimal exchange rate risks as the majority of our operations operated and reported in euro.
However, as a result of the Acquisition we have significanily expanded our operations in the United States and
the United Kingdom, thus currency transaction and currency translation risks may significantly impact our
financial results in the future from period to period and affect their comparability. See “Risk Factors—We
generate revenue and incur expenses and have borrowings in various currencies and interest and exchange rate
fluctuations and currency devaluations could have a material adverse effect on our results of operations.”

Depreciation and amortization of assets

Following the Acquisition, the SP US Assets will follow the accounting policies of Iberdrola Renovables
and in future periods, will use a 20 year depreciable life for their wind farms as compared to a 25 year
depreciable life previously used by SPHI. Depreciation and amortization are generally computed by the straight-
line method, less estimated salvage value, over the assets’ estimated uscful lives. In addition, as a result of the
Acquisition and related purchase price allocations, depreciation and amortization of the book value of the
additional ScottishPower Assets is made using a 20 year depreciable life and the rise to fair value of those assets
will significantly impact our depreciation and amortization charges and our results of operations in the future,
See “SPHI Discussion and Analysis of Financial Condition and Results of Operations.” However, depreciation
and amortization of purchase price values allocated to tangible and intangible assets is not tax deductible.
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Changes in value of derivative instruments

The SP US Assets has a large number of commodity derivative contracts that have a significant impact on
its financial income. The $P US Assets accounts for derivative transactions designated as held for energy trading
under the mark-to-market methed of accounting with the net change in fair value recorded under the income
statement. The implementation of accounting principles for derivative financial instruments by Iberdrola
Renovables, as discussed above, may have a significant impact on the tremtment of the SP US Assets derivative
financial instruments and our reported results of operations in the future. See “SPHI Discussion and Analysis of
Financial Condition and Results of Opcrations—Derivative Instruments and Risk Management.”

Change to consolidation by proportional method

The SP US Assets has non-controlling non-majority owned interests in joint ventures, all of which are
renewable energy generators. Historically, the SP US Assets’ investments in these joint ventures were included
on the consolidated balance sheets of the SP US Assets under the equity method of accounting, with earnings
reflected in SPHI's income statement as earnings in unconsolidated joint ventures. Following the Acquisition, the
SP US Assets will follow IFRS as applied by Iberdrola Renevables and, in future periods, investments in joint
ventures will be consolidated following the proportional method.

Changes to accounting treatment of institutional investment structures

The SP US Assets has entered into several institutional investment structures which involve up-front cash
payments that the SP US Agsets have historically accounted for as deferred revenues. See “SPHI Discussion and
Analysis of Financial Condition and Results of Operations—Factors Affecting Our Historical Results of
Operations—Regulatory framework and pricing terms.” The implementation of Iberdrola Renovables’
accounting principles for institutional investmem structures will have a significant impact on the treatment of
existing and future institutional investment structures. It is anticipated that institutional investment structures will
have the following effects on our income statement in future periods:

= Capital instruments with debt-like charucteristics: The up-front cash payments and fixed notes for the
Aeolus transactions are considéred “capital instruments with debt-like characteristics.”

»  Revenues: Amounts related to the PTCs accrued yearly related to the electricity generated from our
wind farms are credited to revenue in the period associated with the related generation from the wind
farms.

= Interest expense: Interest is accrued on the “capital instruments with debt-like characteristics.” This
interest is calculated based on the minimom IRR required by the investor.

»  Interest income: Interest is accrued on the fixed notes and credited to interest income in the period
earned.

*  Minority interest: The minority interest that the investor will have after the flip date is recorded in the
balance sheet on the closing date of the transaction!

*  Income taxes expenses: Amounts recorded to revenues from the notes and interest expense from the
“capital instruments with debt-like characteristics” are recorded as permanent differences in the
determination of income tax expense.

Key Accounting Policies

The discussion and analysis of our historical results of operations and financial condition are based on our
consolidated financial statements, which have been prepared in accordance with IFRS. The preparation of our
consolidated financial statements requires us to make estimates and assumptions that affect the reported amounts
and disclosures.

We believe the items below are key accounting policies of Iberdrola Renovables. By “key accounting
policies” we mean policies that are both important to the portrayal of our financial condition and financial results
and require critical management judgments and estimates about matters that are inherently uncertain. Although
we believe that our judgments and estimates are appropriate, actual future results may differ from our estimates.
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Our historical consolidated financial statements have been prepared on a historical cost basis, except for
equity investments and derivative financial instruments, which have been measured at fair value. The carrying
amounts of assets and liabilitics hedged by fair value hedges are restated to reflect variations in their fair value as
a result of the risk hedged.

Firance costs

IFRS allow an opticn under which finance costs generated by external finance allocated to assets in progress
can be recognized as an increasc in the cost of acquisition of the assets. We have opted 1o capitalize these finance
costs under this eption.

Investments in joint ventures

Investments in joint ventures can be consolidated either using the proportional consolidation method or
using the equity method provided the same criteria are applied to all the stakes in joint ventures owned by us. We
consolidate all companies in which we either control or share control with other entities using the proportional
consolidation method.

Intangible assets and property, plant and equipment

“Intangible assets™ and “property, plant and equipmem” can be measured either at fair value or at
acquisition cost, adjusted for accumulated depreciation and amortization and any impairment. We have opted 1o
recognize these assets at adjusted acquisition cost.

Government investment subsidies

IFRS allow two possible treatments of government subsidies: deduct from the carrying amount of the asset
the subsidy received for its acquisition or present the subsidies as deferred income under liabilities in the balance
sheet. We have opted for the latter option. ’

Consolidation principles

We fully consolidate subsidiaries over which we exercise control (including our institutional investment
structures in the United States). We determine that we have control over o company when we have the power {0
govern its financial and operating policies so as to obtain benefits from its activities.

Jointly controlled entities that we manage together with other companies are consolidated using the
proportional consolidation method.

The associates over which we do not exercise control but do have a significant influence were accounted for
in the consolidated balance sheet by the equity method. For the purposes of these consolidated annual accounts, it
is considered that a significant influence is exercised over companies in which we have an ownership of over
20%. cxcept in specific cases in which, although our ownership interest is lower, the existence of a significant
influence can be clearly demonstrated.

The appendix to the consolidated financial statements presented elsewhere in this offering memorandum
lists all of our subsidiaries, jointly controlled entities and associates, together with the consolidation or
measurement basis used in preparing the accompanying consolidated financial statements and other related
disclosures.

The closing date used for the financial statements of subsidiaries, jointly controlled entities and associates is
December 31. The accounting policies applied by these companies are the same or have been conformed to those
used by us to prepare these consolidated financial statements.

The financial statements of each of the foreign companies have been prepared in their respective functional
currencies, defined as the currency of the economy in which each company operates and in which it generates
and uses cash.
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The operations of Iberdrola Renovables and of our consolidated subsidiaries and jointly controlled entities
are consolidated in accordance with the following basic principles:

«  On acquisition, the assets, liabilities and contingent liabilities of a subsidiary are recognized at fair
value. Any excess of the cost of acquisition of the subsidiary over the company’s interest in the fair
value of the assets and liabilities is recognized as goodwill.

« If the company’s interest in the net fair value of the acquired assets and liabilities (negative goodwill)
exceeds the cost of the business combination, that excess is recognized immediately in the consolidated
income statement as a gain.

»  Results of subsidiaries acquired or sold in the year are included in the consolidated income statement as
from the effective date of acquisition or up to the effective date of sale.

»  Goodwill acquired in business combinations ceased to be amortized after January 1, 2004, the IFRS
transition date, but is tested for impairment.

»  The result of measuring investments in associates using the cquity method (after eliminating
transactions between intra-group companies) is recognized under “other reserves” and “result of
companies accounted for using the equity method” on the accompanying consolidated balance sheet
and income statement, respectively.

»  The interests of minority shareholders in the equity and results of the fuily consolidated subsidiaries
and proportionately consolidated joint ventures are presented under “equity—minority interests” on the
liability side of the consolidated balance sheet and “minority interests” in the consolidated income
statement, respectively.

= The financial statements of foreign companies have been translated into euros, All assets, rights and
obligations are translated into euros at the exchange rates prevailing at the date of the consolidated
financial statements, translating consolidated income statement items at the average exchange rates for
the year, and translating equity items at the exchange rates applying at their date of acquisition (or in
the case of retained earnings at the average exchange rates for the year they were generated, provided
there were no material transactions that would make this misleading).

All accounts and transactions between fully and proportionately consolidated companies have been
eliminated in consolidation. :

Following the Acquisition, it is anticipated that the ScottishPower Assets will be consclidated in accordance

with IFRS going forward. SPHI historically reported in U.S. GAAP and the SP UK Assets historically reported in
U.K. GAAP. The translation of the financial statements of both SPHI and the SP UK Assets into IFRS for
consolidation purposes with the financial statements of Iberdrola Renovables and the implementation of
accounting principles by Iberdrola Renovables may have a significant impact on the reported results of
operations in the future. See “SPHI Discussion and Analysis of Financial Condition and Results of Operations”
and “SP UK Asscts Discussion and Analysis of Financial Information.”

Explanation of Income Statement ltems and Gross Margin
Revenue

Our revenue consists of electricity sales generated by our renewable energy facilities, which currently
include wind farms, mini-hydro plants, and solar photovoltaic energy facilities.

Gross Margin

Gross margin is revenues less energy costs or procurements. As there are no energy costs or procurements
for renewable energy generation in Spain, gross margin is the same as revenues.

Staff costs

Staff costs consist principally of wages and salaries, social security contributions, costs related to the
provision for employee electricity discounts and other social charges for our employees. Iberdrola Renovables
historically did not operate pension plans for employees. However, social security contributions under staff costs
include certain pension costs related 10 former employees of Iberdrola, S.A. who were transferred 1o Therdrola
Renovables but who kept their rights under their pre-existing pension plans. We recognize those costs under staff
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costs, although we do not assume any risk for such commitment as it is externalized to third party insurance
companies, In the years ended December 31, 2004, 2005 and 2006, these pension costs amounted to €0.0,
€0.4 million and €0.6 million, respectively. During the past few years we have been increasing our staff to create
a platform that enables the growth of our business.

Capitalized staff costs

Capitalized staff costs include personnel costs for staff engaged in facility development and construction.
Capitalized staff costs are added to the carrying amount for the related technical plant in property, plant and
equipment and amortized over their useful life.

Outside services

Outside services are primartly comprised of expenses related to the operation and maintenance of our
facilities, fees for land leases and facilities insurance, royalties, and development costs that cannot be capitalized,
including expenses incurred for research of new renewable facilities in incipient phases.

‘Other operating income

Other operating income includes income obtained from the provision of management services to third
parties and income from other activities not directly related to generation of renewable energy, such as
construction activities from C. Rokas, S.A.

Taxes other than income tax

Taxes other than income tax include stamp duty, property taxes and local taxes imposed in the jurisdictions
in which we operate.

Result of companies accounted for using the equity method

Result of companies accounted for using the equity method includes investments in associates over which
we exercise significant influence but which are neither subsidiaries nor jointly controlled entities. Invesiments
are measured initially at acquisition cost, subsequently adjusted for changes to each company’s equity, taking
into consideration the percentage of ownership and any impairment. Gains or losses on transactions with
associates are eliminated in proportion to our percentage ownership of the companies concerned.

Depreciation and amortization charge

Depreciation and amortization charge includes property, plant and equipment depreciation charges,
amortization of intangible assets less capital grants transferred to profit or loss. Costs of property, plant and
equipment in use are depreciated on a straight-line basis at annual rates based on the estimated useful life,

Finance income

Finance income consists principally of interest income from cash balances, interest from other marketable
securities, settlement of non-hedging derivatives, gains in exchange rates and capitalization of finance costs
related to property, plant and equipment.

Finance costs

Finance costs represent principally the interest expenses on our borrowings, from financial entities and from
Iberdrola, S.A. loans, and negative changes in the values of non-hedging derivative financial instruments.

Income tax

Income tax consists of current tax payable on the taxable profit for the year and deferred tax. The corporate
tax rate in Spain had been 35% until 2006, is 32.5% in 2007 and will be 30% in 2008. As of September 30, 2007,
we did not have significant tax losses carried forward. We had deferred tax assets amounting to €36.3 million at
such date.
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Minority interests

Minority interests represent profit or loss for the year attributable to minority interests.

Results of Operations

The following table sets forth certain of our historical revenue and expense items for each of the periods

indicated:
For the nine months ended
For the year ended December 31, September 30,
2004 2005 2006 2006 2007
(unandited) % (audited) %P (audited) %' (unaudited) %% (unaundited) Fe'd
{€ in millions, except percentages and earnings per share)

Revenue ..................... 3295 100.0% 5573 100.0% 695.6 1000% 5144 100.0% 4944 100.0%
Gross Margin ............. ... 3295 100.0% 5513 100.0% 695.6 1000% 5144 1000% 4944 100.0%
Swffeosts ...l (13.2y  (400% (21.7) (3.9% (382) (3.5)% (249 (48)% (41.5) (BA4)%
Capitalized staff costs ... ....... 3.9 1.2% 5.7 1.0% 8.1 1.2% 6.1 1.2% 6.1 1.2%
Outside services ............... (68.7) (20.8)% (77.4) (13.9% (114.1) (16.4)% (B6.5) (I168)% (107.2) (21.1)%
Other operating income ........ 9.8 3.0% 8.0 1.4% 14.1 2.0% 6.8 1.3% 12.7 2.6%
Net operating expense ........ (68.1) (20.N% {85.3) (15.3)% (130.1) (18.7)% (98.5) (19.1)% (129.9) (26.3)%
Taxes other than income tax .. .. (5.3) (1.)y% (143) (26)% (88) (D% (5.5 (1.)% (66) (1.2)%
EBITDA® ... ... ..., 2560 71.7% 4576 821% 5367 B800% 4104 798% 3579 T724%
EBITDA margin® ......... .. 17.9% - 82.1% — 80.0% — 798% — 24% —
Depreciation and amortization

charge ............ ... ..l (108.5) (32.99% (149.9) (26.9)% (182.4) (26.2)% (137.6) (26.1)% (157.3) (31.8)%
Profit from operations

(EBIT) ...l 147.5  448% 3077 552% 3743 538% 2728 53.0% 2006 40.6%
EBIT margin® ............... 44.8% — 552% — 538% — 53.0% — 40.6% —
Result of companies accounted

for using the equity method .. 5.00 (1.5% 0 — 0 — 0 — 06) (0.1Y%
Finance income ............... 82 2.5% 44 08% 318 46% 254 4.9% 9.0 1.8%
Finance costs ................. (88.8) (26.9Y% (68.8) (12.3}% (100.3) (14.4)% (69.7) (13.5% (117.6) (23.8)%
Gains on disposal of non-current

ASSELS ... — — 02 — 09 0.1% — — — —
Losses on disposal of

non-current assets . .......... — — 0.2) — — — — —_— — —
Profitbeforetax.............. 61.8 18.8% 2434 43.7% 3066 44.1% 2286 444% 915 18.5%
INCOME 10X o vvreeneenans.. (235 {1.)% 902 (16.0)% (106.2) (15.3)% (744) (145)% (359 (1.3)%
Net profit before minority

interests ................... 38.3 11.6% 1532 275% 2004 288% 1541 300% 555 11.2%
Minority interests ............. B9 (A% (39 (16)% (10.7) (1.5% (0.1 (2.00% (68 (1.9)%
Netprofit .................... 345 10.5% 1443 259% 1897 27.3% 1440  28.0% 487 9.9%
Earnings per share (€)¢ ... .. 2.00 — 877 — 1152 — 8.75 — 2.96 —

{1) The consolidated income statement for the year ended December 31, 2004 is presemed for comparative purposes only and is not audited.
We prepared the 2004 consolidaled income statement by applying the intemnational financial reporting standards adopted by the
Europexn Union (IFRS) in effect at December 31, 2005 to our unaudited consolidated income statement for the year ended December 31,
2004. See “Presentation of Financial and Other Informaticn.”

@
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Perceniage of revenue.

EBITDA represents earnings before interest, income taxes, depreciation and amorization. EBITDA is included because it is frequently

used by certain investors, securilies analysts and other inlerested parties in evalvating similar companies. However, because all
companies do not calculate EBITDA identically, our presentation of EBITDA may not be comparable to similarly titled measures of
other companies, EBITDA is not an item recognized under [FRS and should not be considered as an alternative to profit from operations,
operaling income or any other indicator of a company's operating performance required by IFRS. EBITDA should not in any way be
compared 1o the operating income, net income or cash flow resulting from our activities nor should it be used 25 an indicator of our past

or future profitability or liguidity.
(4}
&)

()]
in the tabfe above was 16,360,044 shares,

EBITDA margin is EBITDA divided by gross margin.
EBIT margin is EBIT divided by gross margin.
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Segment reporting

Historically, we have not been required to report in business segments and, accordingly, our audited
historical consolidated financial statements for each of the years ended December 31, 2006 and 2005, the
unaudited historical consolidated financial mformation for the year ended December 31, 2004 included for
comparative purposes and the unaudited consolidated financial statements for the nine months ended
September 30, 2007 and the unaudited financial information for the nine months ended September 30, 2006
included for comparative purposes only, have not differentiated between business or geographical segments. In
2007, in preparation for the Offering, we have organized our business in segments and intend to report our results
according to these segments in the future. The basis of segmentation for our activities is (i) type of business and
(ii) geographical segmentation of the wind segment, as further detailed below.

Business segments

We have organized our business into three main business segments: (i) wind, (ii) mini-hydro, and (iii) other
technologies. The other technologies segment includes revenues and expenses from our solar energy facilities
and from our other business activities that are not directly related to the generation of electricity from renewable
sources, such as the marketing of green certificates of our U.S. subsidiary, Community Energy Inc. and the
electromechanical construction business of our subsidiary in Greece, C. Rokas, §.A.

Overhead expenses represent costs that are not allocated to a particular segment. We have set forth below
for supplementary disclosure only unaudited financial information which presents a summary of our business
segment results for the following periods. Gross margin as presented in this section is the same as revenues as
there are no energy costs with respect to our renewable energy generation businesses.

% of Mini- Other Overhead

For the nine months ended September 30, 2007 Total Revenues Wind Hydro  Technologies Expenses
(€ in millions, excepl percentages)

Revenues..................ccciviiieiennn, 4944 100.0% 469.3 25.0 0.1 —
Grossmargin ....................oc0el 494.4 100.0%  469.3 25.0 0.1 —
Staffcosts ...........o i (41.5) 8.4% (179 2.7 (7.6) (13.2)
Capitalized staff costs .................... .. 6.1 1.2% 5.2 0 0.9 —
Netstaffcosts .............................. (35.4) 2% (127 ()] (6.8) {13.2)
Royalties ..................cooiiiiiiiiin... (10.1) (2.0)% &.1) (0.8) — (1.2)
Operations and maintenance ................ (43.4) 8.8)% (41.5) (1.9) — —
Insurance .........c..o i (6.0) (L.2)% (5.5) (0.5) _ —_ .
Development Costs .................oo...... (15.5) (3.1)% {(4.4) {0.4) {0.2) (10.4)
Other ... ... (32.3) (6.5)% (14.5) (2.3) (0.5) (15.0)
Outside services ................ccoeeeennn... (107.3) 1. NY%  (74.0) (5.8) 0.7 (26.7)
Other operating income ..................... 12.7 2.6% 49 1.5 53 1.0
Net outside services ........................ (94.5) (19.0% (69.1) 4.4) 4.5 (25.6)
Net operating expense ..................... (129.9) (26.3)% (81.9) (7.0) 2.2 (38.8)
Taxes other than income tax ................ (6.6) (1.3)% (5.8) (0.3) (0.4) —
EBITDA® . ... ...l 1579 (72.4)% 3816 17.7 (2.5) (38.8)
EBITDA margin® ... ... ............... 72.4% — 81.3% 70.8% — —
Depreciation and amortization charge ... ... (157.3) (31.8)% (147.2) (8.3) 0 (1.8)
Profit from operations (EBIT) ............ 200.6 40.6% 2344 94 2.5 (40.7)
EBIT margin® ............................ 40.6% — 499% 37.6% — —
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For the nine months ended Scptember 30, 2006

Revenues ...........................co.l.
Grossmargin .............................
Staffcosts ...
Capitalized staff costs ......................

Netstaffcosts ...........................L

Royalties .................. ...
Operations and maintenance ................
Insurance ...
Developmentcosts .........................
Other ... ... .. .

Qutside services . ...............iiaa...
Other operating income ....................
Net outside services .......................

Net operating expense ....................
Taxes other than income tax ................

EBITDA®
EBITDA margin® ... ...................
Depreciation and amortization charge ......

Profit from Operations (EBIT) ...........
EBITmargin® ............................

For the year ended December 31, 2006

Revenues..................................
Grossmargin ............................
Staffcosts ...
Capitalized staff costs ......................

Netstaffcosts .............................

Royalties ....................cooiiniiins
Operations and maintenance ...............
Insurance ........... ... ...l
Development costs .........................
Other ...

Outside services .........coovvviiiiiienn..s
Other operating income ....................

Net outside services . ......................
Net operating expense ....................
Taxes other than income tax ...............
EBITDA® ... ... ...
EBITDA margin® ........................
Depreciation and amortization charge ......
Profit from Operations (EBIT) ...........
EBIT margin® .. .. ... ............

% of Mini. Other Overhead
Total Revenues Wind Hydro  Technologies FExpenses
{€in millions, except percentages)
5144 100.0% 4809 334 0 —
514.4 100.0% 4809 334 ¢ _
(24.9) “4.8)% (12.00 (2.4) 3.7 (6.9)
6.1 1.2% 6.0 0.2 — —
(18.9) (3.1)% 6.0) (2.2) (3.7 (6.9)
(10.6) 2.1)% (9.6) 0.4) (0.4) (0.3)

(35.8) (71.0% {(34.4) (1.4} — —
5.3 (1.0Y% (5.1 0.2} - —
(10.5) 2.00% (3.3 — 0.4) (6.8)
(24.3) 4N% (11.4) (2.4) {0.1) (10.3)

(86.5) (16.8)% (63.8) (4.3) {0.9) (17.4)

6.8 1.3% 1.2 1.2 4.0 0.5
(79.6) (15.5)% (62.7) (3.2) 3.1 (16.9)

(98.5) (19.)% (68.7) (5.4) {0.6) (23.8)
(5.5) (1.)% (5.1} (0.5) — —

4104 79.8%  407.2 216 0.6) (23.8)
79.8% — 84.7% B2.6% — —
(137.6) (26.7% (129.1}) (8.4) ¢ (0.1)
2728 53.0% 278.1 19.2 0.6) (23.9)
53.0% — 578% 51.5% — —

% of Mini- Other Overhead
Total Revenues Wind Hydro  Technologies Expenses
(€in milfions, except percentages)
695.6 100.0% 6544 41.2 0 —
693.6 100.0% 6544 41.2 0 —_
(38.2) (55)% (17.6) (3.3 (6.4) (11.0)
8.1 1.2% 1.5 04 0 03
(30.1) 4.3)% (10.1) (2.9) (6.4) {10.7)
(14.3) 2.H% (12.9) (0.6) (0.5) (0.3)
(48.8) {(7.0)% (46.9) (1.9) 0 —_
(6.4) 0.9% (6.0) 0.3) 0 —
(1.7) (0.2)% (1.3) 0 (0.4) —

{42.8) (6.2)% (14.4) (3.2) (0.2) (25.0)

(114.0) (16.4)% (81.6) (6.0) (1.1} (25.3)
14.1 2.0% 2.3 1.8 6.9 3.0

(99.9) (144)% (79.3) (4.2) 5.8 (22.3)

(130.1) (18.7)% (89.4) (7.1) (0.6) (33.0)

88 (3% B O7 () —
556.8 800% 5569 333 (0.6) (33.0)
800% — 85.1% 808%  — —
(1824)  (262)% (171.4)  (10.8) 0 (0.2)
3744  538% 3854 226 (0.6) (33.2)
53.8% 2 — 589%  549% @ — -

&3




For the vear ended December 31, 2005

Revenues..................................
Grossmargin ..............................
Staffcosts ........ ...
Capitalized staffcosts .......................

Netstaffcosts ..............................

Rovaltes ...................................
Operations and maintenance ................
Insurance ...l
Development ¢osts .. ..........oooeveeiinnn.

COther- ...

Outside services ............................
Other operating income .....................
Net outside services ........................

Net operating expense .....................

Taxes other than income tax _...............
EBITDA® .. .. . ...

EBITDA margin® ... ....................
Depreciation and amortization charge .......
Profit from operations (EBIT) ............
EBIT margin® _ ... ... ... ... ........

For the year ended December 31, 200400

Revenues .............. .. ... ... ...
Grossmargin ............. P,
Staffcosts ... ... ...l
Capitalized staff costs ..............c.eenes.

Netstaffcosts ..............................

Royalties .........ovviiiiiiiiiiinnn,
Operations and maintenance ................
Insurance ..........cooiiiiii
Developmentcosts .._.......................
Other ... .

Outside services ............................
Other operating income .....................
Net outside services ........................

Net operating expense .....................

Taxes other than income tax ................
EBITDA® .. . s

EBITDA margin® .........................
Depreciation and amortization charge .......
Profit from operations (EBIT} ........ ...
EBIT margin® ... ... ....................

%e of Mini- Other Overhead

Total Revenues Wind hydro Technologies Expenses
(€in millions, except percentages)
557.3 100.0% 5182 9.4 0 0
557.3 100.0% 518.2 39.1 0 H
(21.7) (3.9)Y% (9.4) 3.1) (2.4) (6.8)
5.7 1.0% 5.5 0.1 0 ]
(16.0) (2.9Y% (3.9 (2.9) (2.4) (6.8)
(10.8) (1.9% (9.4) (1.1} 0 (0.4)
(36.3) (6.5% (35.8) 0.4) (0.1} 0
(5.6) (1.0Y% (5.3) 0.2) 0 0
(3.8) 0.1Y% (3.8) G 1] 0
(20.9) 3.8Y% (7.3) (2.4) (0.1} (11.1)
(77.4) (13.9% (61.6) (4.2) (0.2) (11.5)
8.0 1.4% 1.7 2.6 3.6 0.2
(69.4) (12.5% (59.9) (1.6) 34 (11.3)
(85.4) (15.3Y% (63.7) (4.5) 1.0 (18.1)
(14.3) (2.6)% (13.8) (0.5) (] 0
457.7 82.1%  440.7 340 1.0 (18.1)
82.1% — 85.0% 87.0% — —
(149.9) (26.99% (138.6) (11.3) 0 0
307.8 552%  302.1 228 1.0 (18.1}
35.2% — 583% 583% — S =
% of Mini- Other - Overhead
Total Revenues Wind hyedro Technologies Expenses
(€ in millions, except percentages)
3295 100.0% 3053 24.1 0 o
3295 100.0% 3053 24.1 0 ¢
(13.2) 4.0)% (6.8) (3.3) ()] a3.n
- 39 1.2% i9 0 0 - 0
(9.3)° 8%  (2.9) 3.3) (V) 3.
(8.1) (2.5)% (1.3) (0.8) ¢ 0
(33.9) (10.3)% (31.5) 2.4) 0 0
(7.1} (2.2)% (7.0) (0.2) ¢ 0
(3.5) (1.1N)% 3.5) )] 1] 0
(16.0) 4.9% (6.1) (2.4) (1.3) (6.1}
(68.7)  (208)% (55.5) (5.8) (1.3) 6.1)
58 3.0% 7.5 2.3 0] ¢
(58.8) (17.8)% (48.0) 3.4) (1.3) 6.1}
(68.1) (20%  (50.8) (6.8) 14 9.2)
(5.3) (1.6)% (4.6) (0.7 0 0
256.0 717%  250.0 16.6 (1.4) 9.2)
77.7% — 81.9% 68.9% — —
(108.5) (32.9% (94.5) (14.1) 0 0
147.5 44.8% 155.5 25 (1.4) 9.2)
44.8% — 50.9% 10.4% — —

{1) The consolidated income statement for the year ended December 31, 2004 is presented for comparative purposes only and is not audited.
We prepared the 2004 consolidated income statement by applying the intemational financial reporting standards adopted by the
European Union (IFRS) in effect at December 31, 2005 to our consolidated income statement for the year ended December 31, 2004, See

“Presentation of Financial and Other Information.”

{2) EBITDA represents carnings before imerest, income taxes, depreciation and amortization. EBITDA is included because it is frequently
used by certain investors, securities analysts and other interested parties in evaluating similar companies, However, because all
companies do not calculate EBITDA identically, our presemation of EBITDA may not be comparable to similarly titled measures of
other companies. EBITDA is not an item recognized under IFRS and should not be considered as an alternative to profit from operations,
operaling income or any other indicator of a company’s operating performance required by IFRS. EBITDA should not in any way be
compared to the operating income, net income or cash flow resulting from our activities nor should it be used as an indicator of our past
or fuure profitability or liquidity.



(3) EBITDA margin is EBITDA divided by gross margin.
(4) EBIT margin is EBIT divided by gross margin.

Geographical segments

We have organized our main business segment, wind energy, into the following geographical segments
(i) Spain and (i) International. International is further divided into the following jurisdictions: (a) United States,
{b) United Kingdom and (c) the Rest of the World, which includes Brazil, Bulgaria, Canada, China, Cyprus,
Estonia, France, Germany, Greece, Guatemala, Hungary, Italy, Mexico, Morocco, Poland and Portugal.

We have set forth below for supplementary disclosure only unaudited financial information which presents a
summary of our geographical segment results for wind energy for the following periods:

Wind International

‘Wind % of Wind Wind Rest of the

For the nine months ended September 30, 2007 Total Revenues Spain Us. UK. World
(€ in millions, except percentages)

Revenmues ...............................c.s 469.3 100.0% 4103 2.6 — 56.4
Grossmargin .............. ... 469.3 100.0% 4103 2.6 — 56.4
Staffcosts ... ... (17.9) G.8)% (i0.4) (4.5) (0.4) 2.7
Capitalized staff costs ........................ 5.2 1.1% 33 1.8 — —
Netstaffcosts ............................... a7 (2. N% A))] 2.9 0.4 (2.6)
Rovalties ... ..., (8.1) 1.N% (6.6) 0.8) — 0.7)
Operations and maintenance ................. (41.5) (8.8)% (39.2) _ = (2.2)
Insurance ........... . ... i (5.4) (1.2)% (5.0) — — (0.4)
Development costs .........ooiviviieniaan. 4.4 0.9Y% (3.0) (1.4) — —
Other ... {14.5) (3.1Y% (5.2) 2.9 (2.6) (3.8)
Outside services . .. ............cooiieiinnan. (74.0) (15.8)% (9. (&) 2.7 (7.0)
Other operating income ...................... 49 1.0% 4.5 — — 0.4)
Net outside services ..._..................... (69.1) (14.NY%  (54.6) 5. 2.7 - (6.6)
Net operating expense ...................... (81.9) (17.5Y% (61.7) {(7.8) ~ (3.0) 9.2)
Taxes other than income tax .................. (5.8) (1.2)% {5.6) — — (0.2)
EBITDA® . .. ... 3816 81.3% 3430 (5.2) 3.0 47.0
EBITDA margin® _......................... 81.3% — 83.6% — — 833%
Depreciation and amortization charge ........ (147.2) ~ (31.9H% (1248 (24 _ (19.9)
Profit from operations (EBIT).............. 2344 499% 2182 (7.6) 3.0 270
EBleargin(“’.....................‘.t ...... 49.9% — 53.2% — —_ 47.9%
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Wind International

Wind % of Wind Wind Rest of the

For the nine months ended Scptember 30, 2006 Total Revenues Spain us. U.K. World

(€ in millions, except percentages)
Revenues .......... ... 480.9 100.0%  447.2 — — 337
Grossmargin ............................. 480.9 100.0%  447.2 — — 337
Swffcosts ... (12.0) (2.5)% (8.8) (0.4) 0.1) (2.6)
Capitalized staff costs ..................... ... 5.9 1.2% 5.8 — - 0
Netstaffcosts ............................... (6.0) (1.2)% (3.0 (0.4) (0.1) (2.5)
Royalties ..o vt eeees (9.6} 2.0)% (8.8) 1] 0 (0.8)
Operations and maintenance ................. (34.4) 7.20% (32.4) — —_ 2.0)
Insurance ........ ... ... ..., (5.1) (1.1)% 4.7y —_ — (0.4)
Development costs ............coovveeeienii.s (3.3) 0.1% (3.3) — — —
Other ... (11.4) 2.0% (7.7 @) @) (1.8)
Outside Services . ..o viin i (63.8) (13.3)% (56.9) (1.0 (0.9) 4.9)
Other operating income ...................... 1.2 0.2% 0.9 — - 0.3
Net outside services ......................... 62.7) (3.00% (56.0) (1.0) (0.9 (4.6)
Net operating expense ...................... (69.0) {(14.3Y% (59.0) (1.4) (1.0) 7.1
Taxes other than income tax .................. (5.1) (1.1Y% (5.0) — — (0.1)
EBITDA® ... .. .. . 407.2 84.7% 3833 (14 (1.0) 26.4
EBITDA margin® .................. T 84.7% — 85.9% — — 78.3%
Depreciation and amortization charge ........ {129.1) (26.8Y% (118.7) _2 '_0 (10.3)
Profit from operations (EBIT) .............. 278.1 57.8% 264.6 Qﬁ) Q.E) 16.1
EBIT margin® ... ........................... 57.8% — 59.2% — — 47.8%

. Wind International

Wind % of Wind Wind Rest of the

For the year ended Dec 31, 2006 Total Revenues Spain U.S. U.K. World

(€ in millions, except percentages)
Revenues .................................... 654.4 100.0%  601.2 0 0 332
Grossmargin ................c.c e 654.4 100.0% 601.2 0 0 §3.2
Staffcosts ... . (17.6) 2N% (119 (1.3 (0.2) 4.2)
Capitalized staffcosts ........................ 7.5 1.1% 6.0 03 03 0.3
Netstaffeosts ............................... (10.1) (1.5% (5.9) @) E 3.9
Royalties ... (129) 0% (115 (03  (©0.1) (1.1
Operations and maintenance ................. (46.9) (7.2Y% (44.5) 0 0 C (24
Insurance ... ... oo (6.0 (0.9)% (5.5) 0 0 (0.6)
Development Costs ..oo.vvvivvinvinevenainians (1.3) (0.2)% (1.3) 0 0 ()]
Other (oo (14.4) 2.2)% (9.9) (1.6) (1.1) a.h
Outside services..................coiiiinl s (81.6) (12.5)% (72.8) (1.9) (1.2} (5.8)
Other operating income ...................... 2.3 0.4% 1.7 _ 0 0 0.6
Net outside services ......................... (79.3) (12.)Y% (1.1 (1.9) Q) 5.1
Net operating expense ...................... {89.5) (3.0% (710 2.9) (0.6) (9.0}
Taxes other than income tax .................. (8.1) (1. 2% (6.8) _0 (0.8) (0.5)
EBITDA® .. 556.9 85.1% 5175 g_._g_) M) 437
EBITDA margin® . ......................... 85.1% — 86.1% — — 82.1%
Depreciation and amortization charge ........ (171.4) (20.2)% (151.3) (0.1) _0) (20.0)
Profit from operations (EBIT) .............. 3854 58.9%  366.1 &Q) &l_.i) 237
EBETmargin® __............................ 58.9% — 609% — — 44.5%
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Wind International

Wind % of Wind Wind Rest of the

For the year ended Dec 31, 2005 Taotal Revenues Spain U.s. U.K. World
(€ in miilions, except percentages)

Revenues ........................cciin... 518.2 100.09%  501.1 0 0 17.1
Grossmargin ............... ... 5182 100.0%  501.1 0 0 17.1
Staffcosts ................ ...l (9.4) (1.8)% (8.5) 0 0.1) (0.8)
Capitalized staff costs ........................ 35 1.1% 5.5 _ 0 _ 0 _ 0
Netstaffcosts ..............ooiiiiiiiiinns (3.9) (0.8)% (3.0) _ 0 ©n (0.8)
Royalties...........ccoooiiiiiiieneiiii, 9.4) (1.8Y% (9.3) 0 ()] {0.1)
Operations and maintenance ................. (35.8) O6.N% (34.5) 0 0 (1.3)
Insurance ............. ... . (5.3) (1.0)% (5.3 0 0 0
Developmentcosts ........ooviiiniiian.. (3.8) (0.7)% (3.7 0 ()] 0
Other ... .. (7.3) (1.4)% (6.4) (0] (0.3) (0.5)
Outside Services . ....ovvvvetiivrnniinennnn.. (61.6) (11.9% (59.2) 0 (0.4) (1.9)
Other operating income ...................... 1.7 0.3% 1.5 _ 0 0 il
Net outside services ......................... (59.9 (11.6)% (57D ___Q (04 (1.8)
Net operating expense ...................... 63.7) (12.3)% (60.7) 0 (0.5) (2.6)
Taxes other than income tax .................. (13.8) 2.Nh% (13.8) 0 _0 _(0)
EBITDAD ... ... ... i, 440.7 85.0% 426.6 0 (0.5) 14.6
EBITDA margin® ....................... ... 85.0% - 85.1% — - 85.4%
Depreciation and amortization charge ........ (138.6) (26. 1Y% (133.5) 0 0 _(ﬂ)
Profit from operations (EBIT) .....__.. . .. 302.1 58.3% 293.2 ¢ @) 94
EBITmargin® .. ............................ 58.3% — 58.5% — - 55.0%

‘Wind International

Wind % of Wind Wind Rest of the
For the year ended Dec 31, 200410 Total Revenues Spain u.s. UK. World
: (€ in millions, except percentages)
Revenues .................................... 305.3 100.0%  305.3 ¢ ¢ 1]
Grossmargin ...................... ... 305.3 100.0% 3053 o 0 0
Staffcosts ... ... (6.8) 2.2% (6.8) 0 0 0
Capitalized staff costs ........................ 39 1.3% 39 0 _ 0 _ 0
Netstaffcosts ............................... (2.9} 0.9% 2.9) 0 _ 0 0
Royalties...............oooiiiiiiiiiiiiin, (7.3) 2.4)% (1.3 0 0 0]
Operations and maintenance ................. (31.5) (10.39)% (3L.5) 0 0 ¢
Insurance ... ... i (7.0) (2.3)% (7.00 0 (] 0
Developmentcosts ........................... (3.5 (1.1Y% 2.9 0 0 (0.6)
Other ... 6.1) 2.0% 5.9 ] 1] 0.3)
Qutside services . ........ooovvviiiiii .. (55.5) (18.2)%  (54.6) 0 0 (0.9)
Other operating income ...................... 15 2.5% 7.5 0 b 0
Net outside services ........................, (48.0) (15.0% (47.1) 0 0 0.9)
Net operating expense ...................... (50.8) (16.6)%  (50.0) 0 0 (0.9)
Taxes other than income tax .................. (4.6) (1.5)% (4.6) 0 0 0
EBITDA® . ... 249.9 819%  250.8 _ 0 _ 0 0.9)
EBITDA margin® ..................o0ve ... 81.9% — 82.1% — - —
Depreciation and amortization charge ........ (94.5) (31.0)% (94.6) _ 0 _ 0 0
Profit from operations (EBIT) .............. 155.5 509% 1563 0 _ 0 (0.9)
EBITmargin® .. ........................... 50.9% o 512% — — -

(1} The censotidated income statement for the year ended December 31, 2004 is presented for comparative purposes only and is not audited.
We prepared the 2004 consolidated income statement by applying the intemational financial reporting standards adopted by the
European Union (IFRS) in effect at December 31, 20035 to our consalidated income statement for the year ended December 31, 2004, See
“Presentation of Financial and Other Information.™

(2) EBITDA represents earnings before interest, income taxes, depreciation and amortization. EBITDA is included because it is frequently
used by certain invesioss, securities analysts and other interested parties in evaluating similar companies. However, because all
companies do not calculate EBITDA identically, our presentation of EBITDA may not be comparable to similarly sitled
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measures of other companies. EBITDA is not an item recognized under IFRS and should not be considered as an alternative to profit
from operations, operating income or any other indicator of a company’s operating performance required by IFRS. EBITDA should not
in any way be compared to the operating income, net income or cash flow resulting from our activities nor should it be used as an
indicator of our past or futuse profitability or liquidity.

(3) EBITDA margin is EBITDA divided by gross margin.

(4) EBIT margin is EBIT divided by gross margin.

Conmparison of nine month periods ended September 30, 2007 and September 30, 2006, in accordance with
IFRS.

Revenue

Revenue decreased by 3.9%, from €514.4 million in the nine months ended September 30, 2006 to
€494.4 million in the nine months ended September 30, 2007. This decrease was primarily due to a decrease in
revenues from wind energy from €480.9 million in the nine months ended September 30, 2006 to €469.3 million
in the nine months ended September 30, 2007 and a decrease in revenue from mini-hydro from €33.4 million to
€25,0 million in the same periods,

Gross margin

Gross margin decreased by 3.9% from €514.4 million in the nine months ended September 30, 2006 to
€494.4 million in the nine months ended September 30, 2007. The decrease in gross margin was due to the
factors set forth in the revenue discussion above.

Business segment

The table below sets out our revenues for the nine months ended September 30, 2006 and September 30,
2007 by primary business segment:
For the nine months
ended September 30,
2o 2007 % change
(€ in millions)

Revenue
Wind ... 480.9 469.3 (2.4)%
Mini-hydro ... 334 25.0 (25.)%
Other technologies .. ... 0 0.1 —
Total ... .. 514.4 494 .4 (3.9)%

Wind. Revenues in the wind segment decreased by 2.4%, from €480.9 million in the nine months ended
September 30, 2006 to €469.3 million in the nine months ended September 30, 2007. This decrease was primarnily a
result of a decrease in wind revenues in Spain from €447.2 million in the nine months ended September 30, 2006 to
€410.3 million in the nine months ended September 30, 2007, which was offset by a 75.1% increase in wind
revenues generated in International revenues, in particular the Rest of the World from €33.7 million in the nine
months ended September 30, 2006 to €56.4 million in the nine months ended September 30, 2007 (67.4%).

Wind revenue by geography

The table below sets forth our wind revenues by geographical segment for the nine month periods ended
September 30, 2006 and September 30, 2007:
For the nine months
ended September 30,
H % change
(€ in millions)

Wind revenue

Spain .. 447.2 410.3 (8.)%
International ... ... ... .. ... 337 59.0 75.1%
United States ... ... . — 2.6 —
United Kingdom ................ciii i, — — —
Restofthe World ........... .. .. .................... 3379 _5_§_i f)ﬁ%
Total e 480.9 4693 2.4H%




The table below sets forth our electricity production from wind energy in GWh by geographical segment for
the nine month periods ended September 30, 2006 and September 30, 2007;

For the nine months
ended September 30,

p{L1I 2007 %% change
{in GWh)
Wind electricity preduction

SPain L 4,687 5,357 14.3%
International ... ... o 494 779 57.7%

United States ............ooevvni . — 46 -

United Kingdom .........oooooviiiii _ — —
Restofthe World .................................... _493. __1:_3‘3 48.4%
Total wind electricity production............................. 5,181 6,136 18.4%

The table below sets forth our average prices in € per MWh of wind energy by business and geographical
wind segment for the nine month periods ended September 30, 2006 and 2007.

For the nine months
ended September 30,

2006 2007 % change
(€ per MWh)
Average Wind electricity prices
S PaIN 95.4 76.6 (9. 7%
International ... ..o i e 68.2 75.7 11.0%
United States ... ... ..ooiiiiiii — 55.8(1 —
United Kingdom ............... ...l e — — —
Restoftheworld ... .. .. ... .. ... ... il 68.2 76.9 12.7%
Total average wind electricity prices ......................... 92.8 76.4 (17. 1%

{1 Does not inctude the effect of PTCs.

Spain. Spain represented 93.0% and 87.4% of our wind revenues in the nine months ended September 30,
2006 and 2007, respectively. Wind revenues in Spain decreased by 8.3%, from €447.2 million in the nine months
ended September 30, 2006 to €410.3 million in the nine months ended September 30, 2007. This decrease was
primarily a result of a €88.3 million decrease in wind revenues in Spain as a result of lower average wind
generated electricity prices in Spain from €95.4 per MWh at September 30, 2006 to €76.6 per MWh at
September 30, 2007, a decrease of 19.7%, primarily due to the decrease prices of CO, emission rights. However,
market prices were on average 40.5% and 11.8% higher compared to the fixed tariff prices at Septernber 30, 2006
and September 30, 2007, respectively, and we sold all of our electricity production under the market option for
both periods. The price effect is calculated as a difference between prices of the corresponding month in the
previous period minus the price of the actual monthly period, multiplied by the production of the actual monthly
period; this effect is calculated monthly per wind farm until the end of the period when considered and totaled.

The decrease in wind revenues was partially offset by an increase of €51.4 million in revenue in Spain as a
result of u 14.3% increase in the production of wind energy, from 4,687 GWh of wind energy produced in the
nine moaths ended September 30, 2006 to 5,357 GWh of wind energy produced in the nine months ended
September 30, 2007. The increase in wind energy production was mainly due to a 19% increase in installed wind
capacity in Spatn from 3,395 MW at September 30, 2006 10 4,035 MW at September 30, 2007. The production
effect is calculated as a difference between the production of the corresponding month in the previous period
minus the production of the actual monthly period, multiplied by the price of the corresponding month in the
previous period; this effect is calculated monthly per wind farm until the end of the period when considered and
totaled.

International. Wind revenues ourside of Spain increased by 75.1%, from €33.7 million in the nine months
ended September 30, 2006 to €59.0 million in the nine months ended September 30, 2007 due primarily to the
international expansion of our operations and increased wind energy production internationally. The increase of
€25.3 million in wind revenues internationally was primarily due to a 57.7% increase in the production of wind
energy intcrnationally from 494 GWh produced in the nine months ended September 30, 2006 to 779 GWh
produced in the nine months ended September 30, 2007. The increase in production was a result of an increase in
our installed wind capacity internationally .t September 30, 2007 by 253 MW from September 30, 2006, due to
increases of installed wind capacity in Poland, Germany, Portugal, France, the United States and Greece,
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The average price for wind generated electricity internationally increased slightly from €68.2 per MWh at
September 30, 2006 to €75.7 per MWh at September 30, 2007 due to our expansion in new countries with
different regulatory frameworks and remuneration regimes.

Mini-hydro. Revenues in the mini-hydre segment decreased by 25.1%, from €33.4 million in the nine
months ended September 30, 2006 to €25.0 million in the nine months ended September 30, 2007. This decrease
was primarily a result of lower market mini-hydro electricity prices in the nine months ended September 30,
2007. The average price for mini-hydro energy in the nine months ended September 30, 2006 was €78.3 per
MWh and decreased to €55.6 per MWh in the nine months ended September 30, 2007. The decrease in average
prices was due 10 a decrease in market prices which affected the remuneration of all of our installations in the
ordinary regime and almost all of our installations under the special regime, as we have opted to be sold under
the market tariff.

Additionally, mini-hydro energy production increased from 427 GWh in the nine months ended
September 30, 2006 to 450 GWh in the nine months ended September 30, 2007, a 5.4% increase, due to more
rainfall ¢higher hydraulicity) which contributed to the increase in mini-hydro revenues.

Other technologies. No change occurred in other technologies during these periods.

Staff costs

Staff costs increased by 66.7% from €24.9 million in the nine months ended September 30, 2006 to
€41.5 million in the nine months ended September 30, 2007. The tables below set forth our staff costs and
average number of employees by business and geographical wind segments as of and for the nine months ended
September 30, 2006 and 2007:

For the Average number of
nine months ended employees as of
September 30, September 30,

2006 2007 % change 2006 2007
(€in initlions)

Staff costs
Total Wind ... ..o 11.9 17.9 504% 382 396
SPaIn 8.8 104  182% 270 367
Imternational ... .. ... . 3.1 75 1419% 112 156
Mini-hydro ... e 24 2.7 12.5% 60 66
Other technologies ... ... . i 37 7.6 1054% 204 217
Overhead ... e 6.9 13.2 91.3% 40 48

Total Staff costs . ... e 2:4__9. 41.5 66.7% 686 854

Staff costs increased in the nine months ended September 30, 2007 compared to the same period in the
previous year primarily duc to an increase in staff costs in the wind segment of 50.4%. Staff costs in wind
international increased by 141.9% due to an increase in the number of staff employed to set up our international
offices and operations. The increase in staff costs was mainly due to the addition of new staff to support future
international expansion plans and the integration of our past acquisitions. Staff costs in overhead increased by
91.3% mainly as a result of increased staff 1o implement our international expansion.

Capitalized staff costs

Capitalized staff costs remained consistent at €6.1 million (1.2% of revenues) in the nine months ended
September 30, 2006 and 2007.

90



Outside services

Quiside services increased by 23.9% from €86.5 million {16.8% of revenues) in the nine months ended
September 30, 2006 to €107.2 million (21.7% of revenues) in the nine months ended September 30, 2007. The
table betow sets forth our outside services expenses by business and geographical wind segments for the nine
months ended September 30, 2006 and 2007:

For the
nine months ended
September 30,
2006 2007 % change
(€ in millions)
Qutside services -

Total Wind ... .o 63.8 74.0 16.0%
PN 56.9 59.1 3.9%
Intermational ........ ... ... 6.9 149 115.9%

Mini-hydro ..... .. ... 43 58 34.9%

Other technologies ......................... ... 0.9 0.7 (22.2)%

Overhead ... ... .. i 174 26.7 53.4%

Total Outside services ........................................ 86.5 107.2 23.9%

Outside services in the wind segment increased by 16.0%, due primarily an increase in the outside services
in Spain. Outside services in the wind segment in Spain increased by 3.9% due to greater maintenance and
operational costs for increasing the number of wind farms in Spain as a result of the termination of certain
operation and maintenance guarantee periods from our rurbine suppliers. OQutside services related to mini-hydro
increased by €1.5 million in the nine months ended September 30, 2007 compared to the nine months ended
September 30, 2006 due primarily to hydrographic fees. Quiside services in overhead increased by 53.4% due to
an increase of the support services for new installations and an increase in the activity of the Group.

Other operating income

Other operating income increased by 86.8% from €6.8 million (1.3% of revenues) in the nine months ended
September 30, 2006, to €12.7 million (2.6% of revenues) in the nine months ended September 30, 2007. The
increase was due primarily to an increase in income from wind farm developers for the use of substations and
lines in Spain.

TaTres other than income tax

Taxes other than income tax increased by 20.0% from €5.5 million (1.19% of revenues) in the nine months
ended September 30, 2006 1o €6.6 million (1.3% of revenues) in the nine months ended September 30, 2007, The
increase was due primarily to greater local taxes that have been paid due to a greater number of wind farms,

EBITDA

EBITDA decreased by 12.8% from €410.4 million (79.8% of revenues) in the nine months ended
September 30, 2006 to €357.9 million (72.4% of revenues) in the nine months ended September 30, 2007. The
table below sets forth our EBITDA and EBITDA margins by business and geographical wind segment for the
nine months ended September 30, 2006 and 2007:

For the nine months ended September 30,

26 2007
Yo

EBITDA"™ EBITDA EBITDAM EBITDA change

(€in millions) wmargin® (%) (€inmillions) wmargin'® (%) EBITDA
Total Wind ......oovvvvviiiii 407.2 84.7% 3817 81.3% (6.3Y%
Spain ..o e 383.3 85.7% 343.0 83.6% (10.5)%

Inmternational ........... ...l 23.9 78.3% 387 65.6% 61.9%

Mini-hydro ... 21.6 82.6% 17.7 70.8% (35.9%
Other technologies ............................ (0.6} N/A (2.5) N/A (316.7)%
Overhead ......................... s (23.8) — (39.0) — (63.8)%
Total ..o 410.4 798% 3519 724%  (128)%

(1) EBITDA represents earnings before interest, income taxes, depreciation and amonization. EBITDA is included because it is frequently
used by certain investors, sccurities analysts and other interested parties in evaluating similar companies, However, because all
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companies do not calculate EBITDA identicully, our presentation of EBITDA may not be comparable to similarly titled measures of
other companies. EBITDA is not an item recognized under IFRS and should not be considered as an alternative to profil from operations,
operating income or any other indicator of a company’s operating performance required by IFRS. EBITDA should not in any way be
compared to the operating income, net income or cash flow resulting from our activities nor should it be used as an indicator of our past
or future profitability or liquidity.

{2) EBITDA margin is EBITDA divided by gross margin.

As a result of the above, EBITDA in the wind seginent decreased by 6.3% from the nine months ended
September 30, 2006 to the same period in 2007, primarily as a result of a decrease in wind EBITDA in Spain in
the nine months ended September 30, 2007. EBITDA in Spain was 94.1% and 89.9% of total EBITDA in the
wind segment in the nine months ended September 30, 2006 and 2007, respectively. EBITDA in mini-hydro
decreased by 35.9% from the nine months ended September 30, 2006 to the same period in 2007. EBITDA in
Overhead decreased by 63.8% from the nine months ended September 30, 2006 to the same period in 2007 as a
consequence of the rise in the Overhead costs duc to increase in the activity of the Group.

Depreciation and amortization charge

Depreciation and amortization charge increased by 14.3% from €137.6 million (26.7% of revenues) in the
nine months ended September 30, 2006 1o €157.3 milion (31.8% of revenues) in the nine months ended
September 30, 2007. This was primarily due to an increase in assets related to increased installed capacity in
2007,

Finance income

Finance income decreased by 64.6% from €25.4 million (4.9% of revenues) in the nine months ended
September 30, 2006 to €9.0 million (1.8% of revenues} in the nine months ended September 30, 2007. This was
primarily due to the liquidation of non-hedging derivatives which were€19.7 million in the nine months ended
September 30, 2006 compared to €0 in the comparative period in 2007.

Finance costs

Finance cosis increased by 68.7% from €69.7 million (13.5% of revenues) in the nine months ended
September 30, 2006 to €117.6 million {23.8% of revenues) in the nine months ended September 30, 2007. This
was primarily due to an increase in bank and intercompany debts owed to related parties, to finance the increase
of our installed capacity. See “Related Party Transactions.”

Income tax

Income tax expense decreased by 51.7% from €74.4 million in the nine months ended September 30, 2006
10 €35.9 million in the nine months ended September 30, 2007. This is equivalent to an effective tax rate of
32.6% in the nine months ended September 30, 2006 compared to 39.3% in the nine months ended
September 30, 2007. The tax rate was higher in the nine months ended September 30, 2007 due principally to
consolidation adjustments of €7 million included in the period to reduce deferred tax of intercompany margins
from asset transactions.

Minority interests

Minority interests decreased by 32.7% from €10.1 million (2% of revenues) in the nine months ended
September 30, 2006 to €6.8 million (1.4% of revenues) in the nine months ended September 30, 2007, The
decrease was due primarily to a decrease of the results of several companies in which we have minority interests.

Net profu

Net profit decreased by 66.2% from €144.0 million in the nine months ended September, 2006 to
€48.7 million in the nine months ended September 30, 2007.

Comparisen of years ended December 31, 2006 and December 31, 2005
Revenue

Revenue increased by 24.8% from €557.3 million in the year ended December 31, 2005 to €695.6 million in
2006. The increase was primarily due to a 26.3% increase in wind revenues from €518.2 million in the year
ended December 31, 2005 to €654.4 million in the year ended December 3t, 2006. Mini-hydro revenues also
increased slightly by 5.4% during the period from €39.1 million in 2005 to €41.2 million in 2006,
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Gross margin

Gross margin increased by 24.8% from €557.3 million in the year ended December 31, 2005 to
€695.6 million in the year ended December 31, 2006. The increase in gross margin was due to the factors set
forth in the revenue discussion above.

Business segment

The table below sets forth our revenues for the years ended December 31, 2005 and December 31, 2006 by
primary business segment: '

For the
vear ended
December 31,

2005 2006 % change
(€in millions)

Revenue
T T O 5182 6544 26.3%
Mini-hydro ... 39.1 41.2 5.4%
Other technologies . ... — — —
Total . ..o 5573 695.6 24.8%

Wind. Revenues in the wind segment increased by 26.3% from €518.2 million in the year ended
December 31, 2005 to €654.4 million in the year ended December 31, 2006. The increase in wind revenues was
primarily due to a 20.0% increase in wind revenues in Spain from €501.1 million in 2005 to €601.2 million 2006.
Revenues also increased in the Rest of the World by 211.1% from €17.1 million 2003 10 €53.2 million in 2006.

Wind revenue by geography

The table below sets forth our wind revenues by geographical segment for the years ended December 31,
2005 and December 31, 2006: '

For the
vear ended
December 31,

2005 2006 % change
(€ in millions)}

Wind Revenue

Spain ..o e 501.1  601.2 20.0%
International L. s 17.1 532 211.1%
United States ... i — — —
United Kingdom ... _ — —
Restofthe World ... ... ... ... . . i, 17.1 532 211.1%
Total .o s 5182 6544 26.3%

The table below sets forth our electricity production from wind energy in GWh by geographical segment for
the years ended December 31, 2005 and 2006: .

During the
year ended
December 31,
25 2006 % change
{in GWh)
Wind Electricity production
SPaIN L e 6,240 6,624 6.2%
International ... ... ... .. e 232 705 2039%
United States . ... . e — — —
United Kingdom ... — — —_
Restofthe World ......... ... i 232 705 2039%
Total .. 6,471 7,329 13.3%
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The table below sets forth our average prices in € per MWh of wind energy by geographical wind segment
for the years ended December 31, 2005 and 2006.

For the
year ended
Drecember 31,
2005 2006 % change
(€ per MWh)
Average Wind electricity prices
DI Lttt 80.3 90.8 13.1%
International ... ..o i e 74.0 75.5 2.0%
United SUates .. ... o iy — — —
United Kingdom .............. ... — — —
Restofthe World ... ... ... .. . i iiieanns 74.0 75.5 2.0%
Total AVErage Prices ..o ittt aaeen 80.1 893 11.5%

Spain. Spain represented 96.7% and 91.9% of our wind revenues in the years ended December 31, 2005 and
2006, respectively. Wind revenues in Spain increased by €100.1 million or 20.0% in 2006, from €301.1 million
in the year ended December 31, 2005 to €601.2 million in the year ended December 31, 2006, €65.3 million of
the revenue increase was due to higher wind energy electricity prices in Spain. The average price for wind
generated electricity in Spain in 2006 was €90.8 per MWHh, an increase of 13.1% from €80.3 per MWh in 2005.
The increase in wind energy electricity prices was due mainly to the shift of all our wind farms from the taniff to
the market remuneration option. Market prices were on average 37.8% and 35.4% higher compared to the fixed
tariff prices at December 31, 2005 and 2006, respectively. The price effect is calculated as a difference between
prices of the corresponding month'in the previous period minus the price of the actual monthly period, multiplied
by the production of the actual monthly period. This effect is calculated monthly per wind farm until the end of
the period when considered and totaled.

In addition, €34.8 million of the increase in wind revenues in Spain was due to a 6.2% increase in the
production of wind energy from 6,240 GWh produced in 2005 1o 6,624 GWh produced in 2006. The increase in
wind energy production was mainly due to a 12.4% increase in installed wind capacity in Spain from 3,258 MW
at December 31, 2005 to 3,662 MW at December 31, 2006. The production effect is calculated as a difference
between the production of the corresponding month in the previous period minus the production of the actual
monthly period, multiplied by the price of the corresponding month in the previous period. This effect is
calculated monthly per wind farm until the end of the period when considered and totaled.

International, Wind revenues outside of Spain increased by 211.1% in 2006, from €17.1 million in the year
ended December 31, 2005 to €53.2 million in the year ended December 31, 2006, primarily as a result of an
increase in the production of wind energy as well as a smaller increase in wind electricity prices internationally.
The increase in production was a result of an increase in our installed wind capacity internationally at
December 31, 2006 by 204 MW from December 31, 2005, an 86.4% increase, primarily due to the full
consolidation of our Greek subsidiary C. Rokas, S.A. only for the last quarter in 2005 compared to a full year in
2006, and further increases of installed capacity in Brazil, Poland, Germany, France, the United States and
Portugal.

Mini-hydro. Revenues in the mini-hydro segment increased by €2.1 million or 5.4%, from €39.1 million in
the year ended December 31, 2005 to €41.2 million in the year ended December 31, 2006. This increase was due
to higher average electricity prices for mini-hydro energy which generated an additional €6.2 million in mini-
hydro revenue, which was offset by €4.2 miflion in revenues due to decreased production.

The average price for mini-hydro energy in 2005 was €66.63 per MWh compared to €76.48 per MWh in
2006, The increase in average prices was due to an increase in market prices which affected the remuneration of
all of our installations in the ordinary regime and almost all of our installations under the special regime, as we
have opted to be sold under the market tanff.

In 2006, there was also an 8.2% decrease in the production of mini-hydro energy from 586 GWh produced
in 2005 to 538 GWh produced in 2006. The decrease in production was due primarily to less rainfall in 2006
(low hydraulicity).

Other technologies. We generated €57 thousand of revenues in the solar energy business, which we
commenced operations in 2006.
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Staff costs

Staff costs increased by 76.0% from €21.7 million (3.9% of revenues) in the year ended December 31, 2005
to €38.2 million (5.5% of revenues) in 2006 as a result of the average number of employees having increased
from 376 to 711. The table below sets forth our staff costs and average number of employees by business and
geographical wind segments as of and for the years ended December 31, 2005 and 2006:

Average number of

For the year employees as of
ended December 31, December 31,
2005 2006 % change 2005 2006
(€ in millions)
Staff costs
Total Wind ... . . 94 17.6 87.2% 251 396
Spain ... 8.5 11.9 40.0% 213 272
International ........ ... ... ... ...l 0.9 57 533.3% K} 124
Mini-hydro ... 31 33 6.5% 59 60
Other technologies . ... 24 64 166.8% 30 207
Overhead ... ... .. 6.8 M

61.8% 36 48
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760% 376 711

Staff costs increased in the year ended December 31, 2006 compared to the year ended December 31, 2005,
primarily due to an increase in staff costs in the wind segment of 87,2%. The increase in staff costs was mainly
due to the addition of new staff to support future international expansion plans and the integration of our past
acquisitions. Staff costs in the international wind segment increased by 533.3%. Staff costs related to wind
activities in Spain increased by €3.4 million, as a result of the increase in employees as part of our platform for
future growth. Staff costs related to mini-hydro increased by €0.2 million in the year ended December 31, 2006
compared to 2003. Staff costs in Other technologies increased due to the acquisition of Community Energy Inc.,
through the inclusion of staff from the division of trading of renewable energy certificates, and the full
consolidation in 2006 of C. Rokas, S.A. through the inclusion of staff from the division of electromechanicals.
Staff costs in overhead increased by 61.8% as a result of an increase of manager staff support.

Capitalized staff costs

Capitalized staff. costs increased by 42.1% from €5.7 million (1.0% of revenues) in the year ended
December 31, 2005 to €8.1 million (1.2% of revenues) in 2006. Personnel costs for staff engaged in facility
development and construction increased as a result of increased development and construction in 2006.

Outside services

Outside services increased by 47.4% from €77.4 million (13.9% of revenues) in the year ended
December 31, 2005 to €114.1 million (16.4% of revenues) in 2006. The table below sets forth our outside
services expenses by business and geographical wind segments for the years ended December 31, 2005 and 2006:

For the year ended December 31,
2005 2006 % change
(€ in mitlions)

Qutside services

Total Wind ... 61.6 81.6 32.6%
SPaIN L 59.2 72.8 23.0%
Intermational .............. ... . ... ... 23 8.9 287.0%

Mini-hydro ..... ... 4.2 6.0 42.9%

Other technologies ... 02 1.1 450.0%

Overhead .. ... 11.5 253 120.0%
Total ... s 774 114.1 47.5%

Outside services in the wind segment increased by 32.6% in the year ended December 31, 2006 compared to
2005, due to an increase of 23.0% in the outside services in Spain and an increase of 287.0% in the outside
services in International. The primary reason for the increase in outside services in the wind segment in Spain in
2006 was an increase in the installed capacity and resulting direct expenses of the operation of our renewable

95




energy facilities (including operation and maintenance, land leases and insurance). Costs for outside services in
International increased significantly from €2.3 million in 2005 to €8.9 million in 2006 due in lurge part to the
expenses arising from the expansion of our operations internationally in connection with our international
expansion, QOutside services related to mini-hydro increased by 42.9% in the year ended December 31, 2006
compared to 2005 as our installed mini-hydro capacity increased and by the increase in mini-hydro royalties cost.
Outside services for overhead also increased by 120.0% due to an increase in Iberdrola, S.A. and external support
services received as a consequence of our expansion of business activities.

Other operating income

Other operating income increased by 76.3% from €8.0 million (1.4% of revenues) in the year ended
December 31, 2005 to €14.1 million (2.0% of revenues) in 2006. The increase is primarily due to fees received
from the assignment of our mini-hydro operations and other management services to third parties and other
income from construction activities of C. Rokas, S.A. which we fully consolidated only for the last quarter of
2005 compared to the full year in 2006, and by income from renewable energy certificates traded by Community
Energy, Inc. in the United States.

Taxes other than income tax

Taxes other than income tax decreased by 38.5% from €14.3 million in the year ended December 31, 2005
to €8.8 million in 2006. Taxes other than income tax were significantly greater in 2005 as a result of a provision
created in an amount of €8.1 million for a potential negative ruling in an action brought by the excise tax
authorities in Spain regarding electricity tax for the fiscal years ended December 31, 2000 to 2003. See
“Business—Legal Matters.”

EBITDA

EBITDA increased by 21.6% from €457.6 million (82.1% of revenues) in the year ended December 31,
2005 to €556.7 million (80.0% of revenues) in the ycar ended December 31, 2006. The table below sets forth our
EBITDA and EBITDA margins by business and geographical wind segments for the years ended December 31,
2005 and 2006: : .

For the year ended December 31,
2005 2006

EBITDA» EBITDA EBITDA® EBITDA % change ~
(€ millions) margin® (%) (€millions) margin® (%) EBITDA®

Total Wind ... 440.7 85.0% 556.9 85.1% 26.4%
SPAIN ..o 426.6 85.1% 517.5 86.1% 21.3%
International ...............ccoiivnat 14.1 £2.4% 394 74.1% 179.4%

Mini-hydro ........o.oooviiiiiiii 34.0 87.0% 333 80.8% C(23)%
Other technologies .......................... 1.0 — (0.5) — —
Overhead ..o (18.1) — (33.00 — (82.1)%
2. 8

Total ... 457.6 82.1% 556.7 0.0% 21.6%

||
II

{1y EBITDA represents earnings before interest, income taxes, depreciation and amortization. EBITDA is included because it is frequently
used by cemain investors, securities analysis and other interested parties in evaluating similar companies. However, because all
companies do not calculate EBITDA identically, our presentation of EBITDA may not be comparable to similarty titled measures of
other carnpanies. EBITDA is not an item recognized under IFRS and should not be considered as an alternative to profit from operations,
operating income or any other indicator of a company's operating performance required by IFRS. EBITDA should not in any way be
compared to the operating income, net income or cash flow resulting from our activities nor should it be used as an indicator of our past
or future profitability or liquidity.

(2} EBITDA margin is EBITDA divided by gross margin.

EBITDA increased due primarily to a 26.4% increase in EBITDA in the wind segment in the year ended
December 31, 2006 compared to the year ended December 31, 2005, and mainly due to an increase in EBITDA
in Spain of 21.3% in 2006. EBITDA in Spain was 96.8% and 92.9% of total EBITDA in the wind segmeni in the
year ended December 31, 2005 and 2006, respectively. EBITDA has changed for the reasons described above.

Depreciation and amortization charge

Depreciation and amortization charge increased by 21.7% from €149.9 million in the year ended
December 31, 2005 to €182.4 million in 2006. This was primarily due to an increase in operating assets for our
wind farms in 2006.
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Result of companies accounted for using the equity method

Income from investments in associate companies was €36 thousand in the year ended December 31, 2005
compared to €0 in the year ended December 31, 2006.

Finance income

Finance income increased by 622.7% from €4.4 million in the year ended December 31, 2005 to
€31.8 million in 2006. This increase was primarily due to additional income of €23.5 million from the settlement
of non-hedging derivatives, as explained above in “Factors Affecting Our Historical Results of Operations—
Derivatives Treatment.” Capitalized finance costs for property, plant and equipment increased by 212.4% to
€6.1 million in 2006 as a result of an increase in debt to finance the increase of development and construction in
2006. The increase in finance income was partially offset by a decrease of €0.7 million in income from other
marketable securities.

Finance costs

Finance costs increased by 45.9% from €68.8 million in the year ended December 31, 2005 to
€100.3 million in 2006. Finance costs from debt financing for the year ended December 31, 2006 amounted to
€98.7 million, €65.9 million of which corresponded to intercompany debt and €32.8 million to external debt,
compared to €61.2 million, €38.0 million of which corresponded to intercompany debt and €23.2 million to
external debt for the year ended December 31, 2005. The increase in finance costs from debt financing is due to
an increase in intercompany debt from €2,270.9 million to €2,565.6 million and an increase in external debt from
€371.6 million to €591.1 million from December 31, 2005 to December 31, 2006. The increase in indebtedness
was required to finance the increase in our installed capacity.

Additionally, finance costs included changes in the fair value of derivatives classified as non-hedging’
derivatives of €12.1 million in 2005 and €4.9 million in 2006. The increase in finance costs was offset in part by
€5.9 million and €3.9 million gains in the year ended December 31, 2005 and 2006, respectively, as a result of
decreases in the fair value of non-hedging derivatives for interest rate swaps and currency swaps.

Income tax

Income tax expense increased by 17.7% from €90.2 million in the year ended December 31, 2005 to
€106.2 millicn in 2006. This is equivalent to an effective tax rate of 34.6% in 2006 compared to 37.0% in 2005.
The 37.0% effective tax rate in 2005 was due to the correction of deductions for investments of €5.2 million
recognized in previous years. Without this correction, the effective tax rate in 2005 would have been 34.9%.

Minority interests

Minority interests increased by 20.2% from €8.9 million in the year ended December 31, 2005 to €10.7 in
the year ended December 31, 2006. This increase was mainly due to the consolidation of C. Rokas, S.A.’s results
of operations only for the last quarter in 2005 compared to a full year of consolidation in 2006.

Net profit

Net profit increased by 31.5% from €144.3 million in the year ended December 31, 2005 to €189.7 million
in 2006.

Comparison of years ended December 31, 2005 and December 31, 2004
Revenue

Revenue increased by 69.2% from €329.4 million in the year ended December 31, 2004 to €557.3 million in
the year ended December 31, 2005. The increase was primarily dee to a 69.7% increase in wind revenues from
€305.3 million in the year ended December 31, 2004 to €518.2 million in the year ended December 31, 2005.
Additionally, mini-hydro revenues increased by 62.2% from €24.1 million in 2004 to €39.1 million in 2005.
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Gross margin

Gross margin increased by 69.1% from €329.5 million in the year ended December 31, 2004 to
£€557.3 million in the year ended December 31, 2005. The increase in gross margin was due to the factors set
forth in the revenue discussion above,

Business segment

The table below sets out our revenues for the years ended December 31, 2004 and December 31, 2005 by
primary business segment.

For the year ended
December 31,
2004 2005 % change
(€in millions)
Revenue
Wind . 305.3 518.2 69.7%
Mini-hydro. ... 24.1 391 62.2%
Other technologies ........... ... . . it — — —
Total i 3294 557.3 69.2%

Wind. Revenues in the wind segment increased by 69.7%, from €305.3 million in the year ended
December 31, 2004 to €518.2 million in the year ended December 31, 2005. The increase in wind revenues was
primarily due to a 64.1% increase in-wind revenues in Spain from €305.3 million in 2004 te €501.1 million in
2005. We also recognized wind revenue of €17.1 million in the Rest of the World for the first time in 2005.

Wind revenue by geography

The tble below sets out.our wind revenues by geographical segment for the years ended December 31,
2004 and December 31, 2005.
For the year ended
December 31,
2004 2005 % change
(€in millions)

Wind revenue

Spain. ... S . 3053 501.1 64.1%
Imtemational ... ... s — 17.1 —
URted SEAES ...\t eane st eeee e e g — — —
United Kingdom ... PRI — — —
Restofthe World ... i i = 171 —
TOtAl . 305.3 5i8.2 69.7%

|
|
||

The table below sets forth our electricity production from wind energy in GWh by geographical segment for
the years ended December 31, 2004 and 2005.

During the year ended
December 31,
2004 2005 % change
(in GWh)
Wind electricity production

SPain . ..o 4,846 6,240 28.8%

International ... ... .. ... — 232 —

United States ... —

United Kingdom . ......... ... ... ... ............. — — —

Restofthe World ........ ... ... ....................... — 232 —
Total ... e 4,846 6,471 33.5%

k
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The table below sets forth our average prices in € per MWh of wind energy by business and geographical
wind segment for the years ended December 31, 2004 and 2005.

For the year ended December 31,
2004 2005 % change
(€ per MWh)

Average Wind electricity prices
S PHITE . .o e 63.0 80.3 27.5%

International ... ... . . i — 74.0 —
United States .................. i, — — —
United Kingdom .................. e — — —
Restofthe World ......... .. ... ... ... ..... —_ w _

Total ... 63.0 80.1 E%

I

Spain. Spain represented 100% and 96.7% of our wind revenues in the years ended December 31, 2004 and
2005, respectively. Wind revenues in Spain increased by €195.8 million or 64.1% from €305.3 million in the
year ended December 31, 2004 to €501.1 million in the year ended December 31, 2005. Of the increase,
€83.8 million was due to higher wind energy electricity prices in Spain. The average price for wind generated
electricity in Spain in 2005 was €80.30 per MWh, an increase of 27.5% from €63.00 per MWh in 2004, Wind
market prices were consequently on average 3.1% and 37.8% higher compared to the fixed tariff prices at
December 31, 2004 and 2005, respectively, and we shifted approximately half of our wind facilities from the
regulated tariff into market pricing in order to benefit from higher wind electricity prices in the market, The price
effect is calculated as a difference between prices of the corresponding month in the previous period minus the
price of the actual monthly period, multiplied by the production of the actual monthly period. This effect is
calculated monthly per wind farm until the end of the period when considered and totaled.

In additton, €111.9 million of the increase in wind revenues in Spain was due 1o a 28.8% increase in the
production of wind energy in Spain from 4,846 GWh produced in 2004 to 6,240 GWh produced in 2005. The
increase in production in Spain was due to a 12.7% increase in installed wind capacity in Spain from 2,891 MW
at December 31, 2004 10 3,258 MW at December 31, 2005. The production effect is calculated as a difference
between the production of the corresponding month in the previous period minus the production of the actual
monthly period, multiplied by the price of the corresponding month in the previous period. This effect is
calculated monthly per wind farm until the end of the period when considered and totaled.

fnternational. Wind revenues generated outside of Spain totaled €17.1 million in the year ended
December 31, 2005 generated in Greece and Portugal. This was primarily due to the full consolidation of our
Greek subsidiary C. Rokas, S.A. in the last quarter in 2005. We produced 232 GWh of electricity outside of
Spain in 2005. We did not generate any international wind revenues in 2004,

Mini-hydro. Revenues in the mini-hydro segment increased by €15.0 millior or 62.2% from €24.1 million
in the year ended December 31, 2004 to €39.1 million in the year ended December 31, 2005. This increase was
due to higher average electricity prices, which generated €12.2 million in additional mini-hydro revenues. The
average price for mini-hydro in Spain in 2004 was €42.59 per MWh compared to €66.63 per MWh in 2005, due
to higher market prices. The increase in average prices was due to an increase in market prices which affected the
remuneration of all of our instaltations in the ordinary regime and almost all of our installations under the special
regime, as we have opted to be sold under the market tariff. In 2005, there was a 3.5% increase in the production
of mini-hydro energy from 566 GWh produced in 2004 to 586 GWh produced in 2005 due to heavy rainfall in
2005, which contnbuted €2.7 million to our increase in revenues.

Other technologies. No revenues were generated in other our renewable energy technologies in 2004 or
2005.
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Staff costs

Staff costs increased by 64.4% from €13.2 miltion (4.0% of revenues) in the year ended December 31, 2004
to €21.7 million (3.9% of revenues) in 2005, as a result of the average number of employees having increased
from 236 to 376, although as a percentage of revenue staff costs remained substantially consistent from 2004 to
2005. The tables below set forth our staff costs and average number of employees by business and geographical
wind segments as of and for the years ended December 31, 2004 and 2005:

Average number of

For the year enced employecs as of
December 31, December 31,
2004 2005 % change 2004 2005
(€ in milfions)
Staff costs
Total Wind. ... 6.8 9.4 38.0% 146 251
Spain ... 6.8 8.5 25.0% 146 213
International ........ ... ... ... ... 0 09 — ¢ 38
Mini-hydro .. ... 33 31 6.1)Y% 56 59
Other technologies .....o.ovviiiiii i ___U 24 - 1 30
Overhead . ... i e 31 6.8 119.4% _33 _3_6
Total Staffcosts .............co i 13.2 217 64.4% 236 ﬁ

|
H

Staff costs increased in the year ended December 31, 2005 by 64.4% compared to the year ended
December 31, 2004, in part due to an increase in staff costs in the wind segment of 38.0%. The increase in staff
costs in the wind segment was due in part to a 43.2% increase in the number of employees in Spain as part of our
platform for future growth. We started to incur staff costs intemationally for the first time in the year 2005 due to
the commencement of our wind electricity operations in Poland, Germany and Greece where we started to fully
consolidate the staff costs of C, Rokas, S.A. during the fourth quarter of 2005. Staff costs rclated -to mini-hydro
decreased by 6.1% in the year ended December 31, 2005 compared to 2004. Staff costs in overhead increased by
119.4% as a result of increased staff w implement our international expansion.

Capitalized staff costs

Capitalized staff costs increased by 46.2% from €3.9 million (1.2% of revenues) in the year ended
December 31, 2004 to €5.7 million (1.0% of revenues) in 2005. This was primarily due to an increase in direct
staff that are involved in the development of wind farms.

Outside services

Outside services increased by 12.7% from €68.7 million (20.8% of revenues) in the year ended
December 31, 2004 o €77.4 million (13.9% of revenues) in 2005, although outside services decreased as a
percentage of revenue from 2004 to 2005. The table below sets forth our outside services expenses by business

and geographical wind segments (excluding overhead expenses) for the years ended December 31, 2004 and
2005:

For the year ended
December 31,

2004 2005 % change
(€ in miflions)

Outside services

Total Wind .. ..o e 55.5 6l1.6 1.0%
o 54.6 59.2 8.5%
International ... ... ey 09 23 155.6%

Mini-hydro ... e e 5.8 4.2 (27.6)%

Other technologies ... ... ..o e 13 0.2 (84.6)%

Overhead ... o 6.1 115 88.5%
Total Qutside services ... ... ... .. ... ... 68.7 77.5 12.7%

Outside services in the wind segment increased by 11.0% in the year ended December 31, 2005 compared to
2004, due primarily to an increase of €4.6 million in Spain and a €1.4 million increase in international. The
increase in outside services in Spain in 2005 was principally due to an increase in installed capacity, and
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resulting direct expenses of the opecration of our renewable energy facilities (including operation and
maintenance, land leases and development costs). Those increases were partially offset by a decrease of 21.1% in
insurance expenses (€1.5 million) mainly due to a decrease in insurance premiums in our global insurance
agreements as a result of renegotiation of certain terms and extending insurance coverage for the entire Iberdrola
Renovables Group. Outside services in International increased significantly in 2005 compared to 2004 due to the
full consolidation of C. Rokas, 5.A. in Greece during the fourth quarter of 2005. Qutside services in Overhead
increased by 88.5% due 1o an increase in Iberdrola, S.A. support services received as a consequence of our
expansion of business activities.

Other operating income

Other operating income decreased by 18.4% from €9.8 million (3.0% of rcvenues) in the year ended
December 31, 2004 to €8.0 million {1.4% of revenues) in 2005. The decrease was due to greater margins in other
operating income from construction activities of C. Rokas, S.A. in the year ended December 31, 2004. We fully
consolidated C. Rokas, S.A. for the last quarter in the year ended December 31, 2005,

Taxes other than income tax

Taxes other than income tax increased by 169.8% from €5.3 million (1.6% of revenues) in the year ended
December 31, 2004 to €14.3 million (2.6% of revenues) in 2005. The increase during the 2005 fiscal year arises
from an €8.1 million provision for a polential negative ruling in an action brought by the tax authorities regarding
electricity tax for the fiscal years ended December 31, 2000 to 2003. See “Business—Legal Matters,”

- EBITDA

EBITDA increased by 78.8% from €256.0 million (77.7% of revenues) in the year ended December 31,
2004 to €457.6 million (82.1% of revenues) in the year ended December 31, 2005 as discussed above, The table
below sets forth our EBITDA and EBITDA margins by business and geographical wind segments for the years
ended December 31, 2004 and 2005:

For the yem.' ended December 31,

2004 2005

EBITDAW EBITDA EBITDAD EBITDA % change

(€in millions) margin? (%) (€in millions) margin?} (%) EBITDA®"

TotalWind ............. ... . ... 2499 81.9% 440.7 85.0% 76.3%

Spain ... 250.8 82.1% 426.6 85.1% 70.1%

International ....................... (0.9) — 14.1 82.4% —

Mini-hydro ... . 16.6 68.9% 34.0 87.0% 104.9%

Other technologies ..................... (1L.4) — 1.0 — 171.4%
Overhead ............ ... ... ......... 9.2) - (18.1) — 96. 1Y%

Total ......... ... ... . 256.0 71.7% 457.6 82.1% 78.8%

(13 EBITDA represents camings before interest. income taxes, depreciation and amontization. EBITDA is included because it is frequently
used by cerain invesiors, securities analysis and other interested parties in evaluating similar companies. However, because all
companies do not calculate EBITDA identically, our presentation of EBITDA may not be comparable to similarly titled measures of
other companies. EBITDA is not an item recognized under IFRS and should not be considered as an aliernative to profit from operations,
operating income or any other indicator of 2 company’s operating performance required by IFRS. EBITDA should not in any way be
compured 10 the operating income, net income or cash flow resulting from our activities nor should it be used as an indicator of our past
or future profitability or liquidity.

(2) EBITDA margin is EBITDA divided by gross margin.

EBITDA increased due primarily to a 76.3% increase in EBITDA in the wind segment in the year ended
December 31, 2005 compared to the year ended December 31, 2004, and mainly due to an increase in Spain of
70.1% in 2005.

EBITDA in Spain in the year ended December 31, 2005 was 96.8% of total EBITDA in the wind segment.
EBITDA has changed for the reasons described above.

Depreciation and amortization charge

Depreciation and amorization charge increased by 38.2% from €108.5 million in the year ended
December 31, 2004 to €149.9 million in 2005. This was primarily due to an increase in operating assets in 2005,
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Result of companies accounted for using the equity method

Negative contribution from investments in associate companies was €5.0 million in the year ended
December 31, 2004 compared to income from investments in associate companies of €36 thousand in the year
ended December 31, 2005. This was due to the consolidation by equity method of the losses centributed by
Enerbrasil in 2004, compared to the full consolidation of the losses of Enerbrasil in 2005,

Finance income

Finance income decreased by 46.3% from €8.2 million in the year ended December 31, 2004 to €4.4 million
in 2005. This was primarily due to a decrease in capitalized finance costs for property, plant and equipment of
63.5%, from €5.2 million in 2004 to €1.9 million in 2005 as a result of the decrease in finance costs explained
below.

Finance costs

Finance costs decreased by 22.6% from €88.8 million in the year ended December 31, 2004 to €68.8 million
in 2005. Finance costs from debt financing for the year ended December 31, 2005 amounted to €61.2 million,
€38.0 million of which corresponded to intercompany debt and €23.2 million to external debt, compared to
€78.3 million for the year ended December 31, 2004, €27.7 million of which corresponded to intercompany debt
and €50.6 million to external debt, This decrease in finance costs from debt financing was primarily due to a
restructuring undertaken in 2004 of debt in companies we acquired from Gamesa Energia, S.A. (“Gamesa
Energfa™) in 2003, during which time the majority of the project finance debt was replaced by intercompany
financial debt with a Jower interest rate and consequently, finance costs frem intercompany debt increased. The
decrease in finance costs from debt financing was partially offset by an increase in intercompany debt from
€1,983.4 million to €2,270.9 million and an increase in external debt from €294.8 million to €371.5 million from
December 31, 2004 to December 31, 2005. The increase in indebtedness was required to finance the increase in
our installed capacity.

Additionally, finance costs included changes in the fair value of derivatives classified as non-hedging
derivatives of €10.5 million in 2004 and €12.1 million in 2005. The fair value of non-hedging derivatives for
interest rate swaps and currency swaps decreased by €1.6 million in 2005.

Income tax

Income tax expense increased by 283.8% from €23.5 million in the year ended December 31, 2004 to
€90.2 million in 2005. This is equivalent to an effective tax rate of 38.0% in 2004 compared to 37.0% in 2005.
The 38.0% effective tax rate in 2004 was mainly due to an error of €4.3 miilion in the process of harmonization
to IFRS accounting principles. Without this error, the effective tax rate in 2004 would have been 31.0%. The
37.0% effective tax rate in 2005 was due to the correction of deductions for investments recognized in previous
years for €5.2 million. Without this correction, the effective tax rate in 2005 would have been 34.9%.

Minerity interests

Minority interests increased by 128.2% from €3.9 million in the year ended December 31, 2004 to
€8.9 million in the year ended December 31, 2005. Minority interests in net income increased in 2005 due to a
harmonization adjustment in depreciation conducted in 2004 and previous years for a subsidiary of the Iberdrola
Renovables Group.

Net profit

Net profit for the year increased by 318.3% from €34.5 million in the year ended December 31, 2004 to
€144.3 million in 2005.

Liguidity and Capital Resources

We have a general policy to finance our expansion and our ordinary business activities mainly through
financing received from our parent company Iberdrola, S.A. through reciprocal current account debits. Iberdrola,
S.A. continues to provide financing to us to allow us to adequately carry on our business activities and currently
financing from Iberdrola, S.A. comprises 84.7% of our total indebtedness as of September 30, 2007. We had
negative working capital at the years ended December 31, 2004, 2005, 2006 and at September 30, 2007,
primarily due to classification as current borrowings of the reciprocal current account debts from Iberdrola, S.A.
See “Related Party Transactions.” :
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Cash Flow Statement data

The table below summarizes our cash flow for the years ended December 31, 2005 and 2006, and for the
nine months ended September 30, 2006 and September 30, 2007. The 2004 cash flow information presented
clsewhere in this offering memorandum is unaudited and was prepared by applying IFRS in effect at
December 31, 2005 and is presented in the consolidated financial statements as of December 31, 2005 for
comparative purposes only. Moreover, the cash flow statements presented in the financial statements for the year
ended December 31, 2006 have been prepared following the new presentation format used by our parent
company, Iberdrola, S.A. which is different than the cash flow old presentation format included in the
consolidated financial statements in the year ended December 31, 2005, As a consequence, the line items for the
2004 and 2005 cash flow statements presented in the avdited financial statements as of and for the year ended
December 31, 2005 included elsewhere in this offering memorandum have not been reclassified to reflect the
changes to the audited cash flow statements as of December 31, 2006, including the reclassified December 31,
2005 cash flow information set forth as comparative information in the audited consclidated financial statements
as of December 31, 2006, which are as presented below. We have included a reconciliation of the line items
between the new presentation format for the cash flow stalements for the year ended December 31, 2006 and the
old presentation format for cash flow statements for the year ended December 31, 2005, and we have included
also the cash flow statements presented in the consolidated financial statements as of December 31, 2003 in the
old presentation format, with 2004 cash flow information for comparative purposes only.

The matn financing received from Iberdrola, S.A. is accounted for as short-term debt on our balance sheet
and any changes in our financing from Iberdrola, S.A. affect our cash flow from operations.

For the
For the nine months ended
year ended December 31, Sceptember M,
20050 2006 2006 2007

(audited) (eudited) (unaudited) (unauwdited)
(€ in millions)

Cash flows from operating activities

Profitfortheyear .................... ..., 153.2 2004 154.1 55.5
Adjustments for: -
Depreciation and amortization expense and provisions ........... 1520 187.2 141.1 160.3
Net result of a880CIALES . ... ovvrvriiiin e — — — 0.6
Grants credited L0 INCOMIE ... .. vt oo 2.0 (4.8) (3.9 2.9
Finance income and expense ..o 64.4 68.6 443 108.5
Gains on disposal of non-currentassets .................oo00 i 0 (0.9) — —
“Profit for the year adjusted ...................... s e 367.5 450.5 336.0 3220
Change in working capital
Change in trade and other receivables ........................... (45.0) 744 26.8 (31.8)
Change in trade and other payables ................... ... ... 3923 401.8 71.6 7313
Effect in working capital of changes in the consolidation method
and/for SCOPE ..o 315 (238.9) (114.1) (263.2)
Effect in non-current trade and other payables ................... 2.4 3.8 16.4 (28.6)
Incometax paid ... ... ... 5.4 (13.8) (13.8) (26,7

Interest received . ..ot et 2.5 258 25.7 89
' 751.8 703.5 348.6 706.9

Cash flows from investing activities

Investment inintangible assets ... ... .. ...l (5.3) (8.4) (7.0) (2.5)
Investment in property, plant and equipment .................. ... (617.3) (644.1) (375.6) (609.0)
Investment in subsidiaries, net of cash and cash equivalents
acquired ... {97.9) — — —_

Purchase of other non-current financial assets ................... {13.3) (38.3) (26.8) (11.1)
Change in working capital for current financial assets............ (21.3) (5.3) 1.5 (9.5)
Proceeds on disposal of non-financial assets ..................... 11.8 7.3 0.6 1.6
Proceeds on disposal of financial assets .......................... 3.0 —_ — 14.3

(740.2) (688.8) (407.3) (616.2)
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For the

For the year ended nine months ended
December 31, September 30,
2005m 2(46 2006 2007
(audited) (audited) (uncudited) (unaudited)
(€in millions)
Cash flows from financing activities
Deferred InCome ... .. ... i s 30.8 323 22.2 6.5
Contributions 10 provisions ............c.coiiiiiiiiiiiiiiiiaenan. ()] — (1.7} 0.5)
Change in warking capital for current interest bearing loans and
DOITOWIIIES .+t e ettt e 54.7 299 (26.2) 29.0
Cash proceeds from borrowings ... 16.9 118.6 199.7 83.7
Interest paid or capitalized ............... ... (65.9) (98.1) (66.1) (113.4)
Dividends paid ... ... (14.3) (35.9) (36.00 97.1)
222 46.8 91.9 (91.8)
Net increase/{decrease) in cash and cash equivalents .............. 338 61.4 33.2 (1.1)
Cash and cash equivalents at the beginning of period ................. 27.6 614 61.3 122.8
Cash and cash equivalents at the end of period .................... 614 122.8 94.5 121.7

(1} The cash flow information in our audited consolidated financial statements as of December 31, 2005 differ from the cash flow
information as of December 31, 2005 used as a comparative period in the audited consolidated financial statements as of December 31,
2006 due to a reclassification in 2006 of certain line items in order to follow the cash flow statement format of our the parent company,
Iberdrola, S.A. Therefore, the cash flow information presented above does not reflect the cash flow statement in the audited consolidated

financial statements as of December 31, 2005 presented elsewhere in this offering memorandom.

The cash flow statement as of December 31, 2005 in the old presentation format, with unaudited 2004 cash

flow information for comparative purposes only, is presented below:

For the year ended
December 31,

2004

(unaudited)

2005
(audited)

(€ in millions}

Cash flows from operating activities

Profit for the Year ... ... ... ..iieiit e 383
Adjustments for:
Depreciation and amortization expense and provisions ... 108.5
Net result of 48S0CHALES . .. ... ...ttt e 0
Gains on disposal of non-current assets...... e e —
Restatement of non-current tax credits . ... ... ..o i —
Capitalized employee benefits and finance expenses ... (9.2)
Income and expense recognized directly inreserves ... 14.0
Deferrad taX ... e 4.9
Change in working capital
(Increase) in trade and other receivables .. ... ... (88.6)
Increase in current trade and other payables ......... ... 9304
998.3
Cash flows from investing activities
Investment inintangible assels ... ... ... e (3.4)
Investment in property, plant and equipment ...... ... . .. (623.5)
Investment in subsidiaries, net of cash and cash equivalents acquired .................... (58.7)
Purchase of other non-current financial assets ................... ... (14.4)
Derecognition of intangible assels ... ' —
Derecognition of property, plant and equipment ... (12.2)
Derecognition of non-current financial assets .............. i —_
Impact of changes in consolidation method andfor scope ............. ..o (166.1)
Translation differences ... 0
(878.3)
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149.9

0

0.1

5.2
(1.6)

2.5

8.1

(63.9)
400.9

648.4

(5.3)
(609.7)
97.9)
(13.3)
34
8.8
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40.4
(0.2)
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For the year ended

December 31,
2004 2005
(unaudited)  (audited)
(€ in millions)
Cash flows from financing activities
Deferred InCOME . ... e 8.1 308
Contributions t0 ProvISIONS .. ... ... . o 0 0.1y
Cash proceeds from Dorrowings .............ooo i 508.6 16.9
Cash repayment or transfer of borrowings from non-current to current ................... (577.9) (12.5)
Increases in and/or use of tax credits ... ... i i {17.8) 1.9
Dividends pald ... ... s — (14.3)
Change in working capital
Change in working capital for current financial assets .................................... 16.1 (21.3)
Change in working capital for current interest bearing loans and borrowings ............. (65.0) 54.7
(128.0) 56.1
Net increase in cash and cashequivalents _...____. ... ..........................oc.s. (8.0) 33.8
Cash and cash equivalents at January 1 ... 356 27.6
Cash and cash equivalents at December 31 ..............................o . 27.6 61.4

The reconciliation of the 2005 line items between the cash flow statement included in the consolidated
financial statements as of December 31, 2005 (the “2005 version™) and the consolidated financial statements as
of December 31, 2006 (the “2G06 version™), are as follows:

Cash flow reconciliation (€ in millions)
Cash Nows from operating activities (I) 2005 version .. .................... e 648.4
Finance income and expense (2006 version) ........................... e 64.4
Effect in working capital of changes in the consolidation method and/or scope (2006 version) ...... 375
BT L 1.5
Cash flows from operating activities (I} 2006 version...........................cocoii .. 751.8
Cash flows from investing activities (IT) 2005 version . ..............oviiirreeeiiieeeeinnniin. 670.7)
Impact of changes in consolidation method and/or scope (2003 version)............................ (40.4)
Change in working capital for current financial assets (2006 version) .............................. (21.3)
L1 (7.8)
~ Cash flows from investing activities (II) 2006 version ... (740.2)
Cash flows from financing activities (ITF) 2005 version ... ._..................................... 56.1
.Interest paid or capitalized (2006 version) ........ ... (65.9)
Change in working capital for current financial assets {2005 version) .............................. 21.3
L3 T 10.7
Cash flows from financing activities (III) 2006 version .......................................... 22.2

Cash flow from operating activities

Our discussion of cash flows from operating activities presents adjusted cash flow from operating activities,
which excludes the changes in our intercompany debt from Iberdrola, S.A. and effects due to changes in
consolidation method and/or scope and includes changes in trade and other payables adjusted to exclude
intercompany debt from Tberdrola, S.A., as set forth in the table below.

For the
For the year ended nine months ended
December 31, September 30,
20050 2006 2006 2007

faudited) ({(audited) (unaudited) (unaudited)
(€in millions)

Cash flow from operating activities .................................. 751.8  703.6 348.6 706.9
Financing from Iberdrola, S.A. ....... ... (331.9) (337.5) (100.8} (616.7)
Effect in working capita) of changes in the consolidation method and/

OF BCOPE ettt ettt oot e s st e b r bt et e e e (37.5) 2389 114.1 268.2
Adjusted cash flow from operating activities ....._...._..... ..., ., 3824  605.0 361.9 3584

Change in trade and other payables excluding financing from
Iberdrola, S.A. ..... ... ... ... ... e 60.4 64.3 (29.1) 114.6




Nine months ended September 30, 2007 and 2006

During the nine months ended September 30, 2007 we generated €706.9 million of cash flow from
operations compared to €348.6 million for the nine months ended September 30, 2006, an increase of
€358.3 million. If we exclude the effect of the financing from our parent company, Tberdrola, S.A., and the effect
in working capital of changes in the consolidation method andfor scope, adjusted cash flow from operating
activities was €358.4 million for the nine months ended September 30, 2007, compared to €361.9 million for the
nine months ended September 30, 2006. This decrease was primarily a result of the following:

a positive contribution of €114.6 million from changes in trade and other payables excluding financing
from Iberdrola, S.A. for the nine months ended September 30, 2007 compared to a negative
contribution of €29.1 million for the nine months ended September 30, 2006 due to an increase in trade
payables of property plant and equipment.

This cash flow increase was offset, primarily, by:

a decrease in profit from operations adjusted for the year from €322.0 in the nine months ended
September 30, 2007 to €336.0 million in the nine months ended September 30, 20006;

a negative contribution of €31.8 million from changes in trade and other receivables for the nine
months ended September 30, 2007 compared to a positive contribution of €26.8 million for the nine
months ended September 30, 2006 due to reduction in the trade receivables as a consequence of the
decrease in revenues in 2007: and

a negative contribution of €28.6 million from effect in non-current trade and other payables for the nine

months ended September 30, 2007 compared to a positive effect of €16.4 million for the nine months
ended September 30, 2006 due to reduction of net balances of tax liabilities and tax payables.

Years ended December 31, 20006 and 2005

During the year ended December 31, 2006 we gencrated €703.6 million of cash flow from operations
compared to €751.8 million for the year ended December 31, 2005, a decrease of €48.2 million. If we exclude the
effect of the changes in financing from our parent company, Iberdrola, S.A., and the effect in working capital of
changes in the consolidation method and/or scope, adjusted cash flow from operating activities was
€605.0 million in year ended December 31, 2006, compared to €382.4 million in the year ended December 31,
2005, This increase was primarily as a result of the following:

*

a positive contribution of €64.3 million from changes in trade and other payables excluding financing
from Iberdrola, S.A. for the year ended December 31, 2006 compared to a contribution of €60.4 million
for the year ended December 31, 2005;

an increase in profit for the year adjusted from €367.5 million in the year ended December 31, 2005 to
€450.5 million in the year ended.December 31, 2006; and

a positive contribution of €74.4 million from changes in trade and other receivables for the year ended
Dccember 31, 2006 compared to a negative contribution of €45.0 million for the year ended
December 31, 2005 due to a reduction in the trade receivables as a consequence of change of method in
invoicing 1o OMEL, on a weekly basis (previously on a monthly basis), which has reduced the
collection period.

The breakdown of the liné item change in trade and other payables, to show the variation of the financing
from our parent company, Iberdrola, S.A., is as follows:

For the nine months ended

For the year ended December 31, September 30,
2008 2006 2006 2007
(audited) (audited) {unaudited) (unaudited)

(€in millions)

Change in trade and other payables

External creditors ...._...................... 60.5 64.3 (29.1) 114.6
Financial debt of Iberdrola, S.A. ............ 331.8 3375 100.8 616.7
Total ... .. ... .. 3923 401.8 71.6 731.3

Cash flow used in investing activities
Nine months ended September 30, 2007

We used €616.2 million of cash for investing activities for the nine months ended September 30, 2007,
including €609.0 million of cash in investments in property plant and equipment primarily related to the
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construction and installation of wind farms in Spain, the United States and the Rest of the World, and mini-hydro
plants in Spain; €2.5 million of cash outflow for investments in intangible assets, mainly technical software;
€11.1 million of cash outflow in net current and non-current financial investments due primarily to an increase in
short-term cash deposits and term deposits; and offset by €14.3 million, primarily due to a decrease in
prepayments made for future acquisitions of new companies and assets.

Nine months ended September 30, 2006

For the nine months ended September 30, 2006 we used €407.3 million of cash for investing activities,
including €375.6 million of cash in investments in property plant and equipment primarily related to the
construction and installation of wind farms in Spain and in the Rest of the World, and mini-hydro plants in Spain;
€26.8 million of cash owtflow in net current and non-current financial investments due primarily to an increase in
short-term cash deposits and term deposits; and €7.0 million of cash outflow in investments in intangible assets,
mainly rights for the use of electric lines and substations and also surface and transit rights.

Year ended December 31, 2006

We used €688.8 million of cash for investing activities in the year ended December 31, 2006, including
€644.] million of cash outflow for investments of property plant and equipment primarily related to the
construction and installation of wind farms in Spain, the United States and the Rest of the World, and mini-hydro
plants in Spain; €38.3 million of cash outflow in net current and non-current financial investments due mainly to
an increase in term deposits; €8.4 million of cash outflow in investments in intangible assets due to increases in
rights for the use of electric installations and technical software; and cash inflow from proceeds on disposal of
non financial assets of €7.3 million as a result of the sale of certain assets (such as certain electricity lines or
substations) to Red Eléctrica de Espaiia (“REE”) to connect to the electricity grid.

Year ended December 31, 2005

We used €740.2 million of cash for investing activities in the year ended December 31, 2005, including
€617.3 million of cash in investments of property plant and equipment primarily related to the construction and
installation in construction of wind farms in Spain and in the Rest of the World, and mini-hydro plants in Spain;
€97.9 million of cash investments in subsidiaries, net of cash and cash equivalents acquired for C. Rokas S.A. in
2005; €13.3 million of cash in investments tn financial investments, current and non-current, primarily due to an
increase in prepayments madc for future acquisitions of new companies and assets; and €5.3 million of cash
outflow in investments in intangible assets due to increases in rights for the use of electric instalations and
technical software. We also had cash inflow from proceeds on disposal of non financial assets of €11.8 million as
a result of the sale of certain assets 10 REE to connect to the electricity grid.

Cash flow from financing activities

We include in our cash flow from financing activities the impact from long-term financing from our parent
company, Iberdrola, $.A. which for the nine months ended September 30, 2007 amounted 1o €377.1 million.

Nine months ended September 30, 2007

Cash used in financing activities was €91.8 million in the nine months ended September 30, 2007, which
was due primarily to a cash outflow of interest payments from current and non current debts of €113.4 million; a
cash outflow of €97.1 million of paid dividends to our parent company, Iberdrola, S.A.; and affected by net a
cash inflow due to new borrowings and repayment of debt amounting to €83.7 million for the construction of
renewable energy facilities: and a cash inflow due to deferred income of €6.5 million related to grants received,
mainly from our subsidiary Alogorachis S.A.

Nine months ended September 30, 2006

In the nine months ended September 30, 2006, we generated €91.9 million of cash flow from financing
activities by cash inflow of new borrowings amounting to €199.7 million for construction of renewable energy
facilities; a cash inflow included in deferred income of €22.2 million related to the payments received by various
wind farm developers regarding the licensing of certain facilities for connection to the power grid, allowing for
joint dispatch of the power generated; offset by a cash outflow from repayment of debt of €26.2 and interest
payments by €66.1 million from current and non current debts; and a cash outflow of €36.0 million of paid
dividends to our parent company, Iberdrola, S.A.
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Year ended December 31, 2006

In the year ended December 31, 2006 we generated €46.8 million of cash from financing activities, due
primarily to €118.6 million of a cash inflow by new borrowings for the construction of renewable energy
facilities: a cash inflow by deferred income of €32.3 million related to the agreement between our subsidiary,
Iberdrola Energius Renovables de Castilla La Mancha, S.A.U., and various wind farm developers, as mentioned
above; a cash inflow of €29.9 million from our current interest bearing loans and borrowings; a cash outflow
from interest payments of €98.1 million; and a cash outflow of €35.9 million of paid dividends to our parent
company, Iberdrola, S.A,

Year ended December 31, 2005

In the year ended December 31, 2005 we generated €22.2 million of cash from financing activities, due
primarily to cash inflow of €16.9 million from new borrowings for the construction of renewable energy
facilities; a cash inflow included in deferred income of €30.8 million related to payments received by wind farm
developers; a cash inflow of €54.7 million from payment receivables; a cash outflow of interest payments of
€65.9 million from current and non current debts; and a cash outflow of €14.3 million of paid dividends to our
parent company, Iberdrola, S.A.

Cash and funding sources
To date, we have financed our operations primarily through working capital and financing received from
Iberdrota, S.A. and lending institutions.

Working capital .

We had negative working capital as at December 31, 2004, 2005 and 2006 and as at September 30, 2007
primarily due to classification of the reciprocal current account debt with Iberdrola, S.A. as short-term debt. The
following table, which has been derived from the relevant financial statements included elsewhere in this offering
memeorandum, sets forth balances comprising our working capital at December 31, 2004, 2005 and 2006 and as
at September 30, 2007:

As of
As of December 31, September 30,
200410 2005 2006 2007

(unaudited) (oudited)  (audited) (unaudited)
(€in mitlions)

Trade receivables and other current accounts receivable ... .. . 205.7 2932 145.0 132.7
Current financial assets™ .. ... .. .. 12.1 334 38.7 48.3
Public authorities ..., . ... . 125.0 101.4 145.0 161.9
Cashand cashequivalents ....................cooiviiiiiiinnn 276 614 122.8 121.6
Total current assets . _....... ... ......ciiiiii 3704 4804 451.5 464.5
Provisions ... ... (0.2) (8.8) (2.3) (1.7)
Financial debt .......... ... ... (24.3) (79.1)  (109.0) (142.1)
Trade accounts payable and other accounts payable ............ .. (1,978.9) (2,371.2) (2,724.6) (3.402.6)
Tradecreditors ... (28.9) (123.2) (173.4) (157.9)
Debt to public authorities ....................ooiiiiiii. (34.8) (76.9) (64.0) (52.7)
Iberdrola, S A, financial debt™® .. ... .. ... .. ... ... ... (1,517.4) (1,849.3) (2,186.7) (2.803.4)
Iberdrola, §.A. Group and related parties non-financial
debt . o (366.5) (280.0) (217.4) (244.5)
Other accounts payable ......... ... ... ... ... ........... (31.3) (41.8) (83.2) (144.1)
Total current liabilities .. ... ... .. .. ... ... ... ... ....... (2,003.4) (2,459.1) (2,836.1) (3,546.4)
Net working capital .._.___. ... ... ... ... ........... (1,633.0) (1,969.7y (2,384.6) (3,081.9)
Adjusted working capital® .. ... ... ... (118.7) (93.9)  (209.3) (256.3)

(1) We prepared the December 31, 2004 balance sheet by applying IFRS in effect at December 31, 2005. Financial information for the year
ended December 31, 2004 is presented for comparative purposes only and is not audited.

(2} Current financial assets include mainly time depesits paying market interest rates and reserves in respect of syndicated loans taken out by
the Therdrola Renovables Group.

(3) TIberdrola, S.A. financial debt represents the intragroup financial indebtedness to Iberdrola, S.A., which is classified as current debt, See
“—Indebtedness.”

(4) We have adjusted net working capital to exclude indebtedness to our parent company, Iberdrola, S.A., cash and cash equivalents,
provisions and financial debt. Adjusted working capital is a non-GAAP measure, is not an item recognized under IFRS and should not be
considered as any indicator of a company's operating performance required by [FRS. Adjusted working capital should not in any way be
compared to the operating income, net income or cash flow resulting from our activities nor should it be used as an indicator of our past
or future profitability or liguidity.
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We had negative adjusted working capital of €(256.3) million as of September 30, 2007. The decrease in
adjusted working capital compared to the negative adjusted working capital of €(209.3) miilion as of
December 31, 2006 resulted primarily from an increase in Iberdrola, $.A. Group accounts payable and other
current accounts payable from suppliers of machinery, as a consequence of growth in our investment activity.

Our adjusted working capital position as at December 31, 2006 was €(209.3) million, a decrease of
£126.9 million compared to €(93.9) million as of December 31, 2005. The decrease was primarily due to:

* a decrease in trade receivables and other current accounts receivable from €293.2 million as of
December 31, 2005 to €145.0 million as of December 31, 2006, due to the change of method in
invoicing to OMEL, on a weekly basis (previously on a monthly basis), which has reduced the
collection period; and

*  an increase in trade creditors from €123.2 million as of December 31, 2005 to €173.4 million as of
December 31, 2006 and in other accounts payable from €41.8 million to €83.2 million attributable to
the growth in our investment activity from the increased development and construction of wind farms.

Our adjusted working capital position as of December 31, 2005 was €(93.9) million, an increase of
€24.8 million in adjusted working capital as compared to adjusted working capital position as of December 31,
2004 of €(118.7) million. This increase was primarily due to:

* an increase in trade receivables and other current accounts receivable of €87.5 million from the
Iberdrola, S.A. Group, related parties and others; and

*  adecrease of the Iberdrola, S.A. Group and related parties’ non-financial debt.

The increase in working capital due to the above mentioned factors was partially offset by an increase of
trade creditors due to the expansion of our development and construction of wind farms in Spain.

Indebtedness

The following table summarizes our indebtedness as of December 31, 2004, 2005 and 2006 and as of
September 30, 2007, in accordance with [FRS:

As of
As of December 31, September 30,
26410 2005 . 2006 2007

{irnaudited) {audited) (audited) (unaudited)
(€ in millions}

Current financial investment ... .. ........... (27.6) (61.3) (122.8) (121.6)
Cashandequivalents ..................... ... (27.6) (61.3) (68.5) (WIN
Deposits short-term .. ............coooiiiii i — — (54.3) (69.9)

Iberdrola, S.A.debt ... .. ... ... 1,983.4 2,2709 2.565.6 3,180.5
81T (-1 1 1,517.4 1,849.3 2,186.7 2,803.4
NOP-CUITENL ..o eianaians 466.0 421.6 378.9 3771

Bank loans and derivatives™® ..., ....... ... 3734 445.0 589.9 696.3
Current ... .. e e, 243 79.0 107.7 136.4
Non-Cumrent .............ccoocoiiiiin, e, 349.) 366.0 482.2 559.9

Total Net indebtedness current 1,514.1 1.867.0 2,171.6 2,818.1

Total Net indebtedness non-current 815.1 787.6 861.1 937.0

Total Net indebtedness 2,329.2 2,654.6 3,032.7 3,755.1

(1) We prepared the December 31, 2004 balance sheet by applying IFRS in effect at December 31, 2005. Financial information for the year
ended December 31, 2004 is presented for comparative purposes only and is not audited.

(2) For a further description of derivatives, see “—Quantitative and Qualitative Disclosures about Market Risk—Financial Instruments,”

Historically, Tberdrola, S.A., has directly funded our expansion and ordinary business activities principally
through reciprocal current accounts with us and each of our subsidiaries, which were established pursuant to
current account agreements for an indefinite term. The outstanding balances of these current accounts are payable
at any time, upon termination of the agreement with fifteen days’ notice. Iberdrola, S.A. debt was classified as
current borrowings in our balance sheet as there was no maturity date for repayment. It is anticipated that the
current account agreements will be terminated and the aggregate principal and accrued interest outstanding and
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owed to Iberdrola, S.A. under such agreements will be transferred on December 10, 2007 to three new current
account agreements entered into between us and Iberdrela, S.A. (the “New Current Account Agreements™)
denominated in each of euro, U.S. dollar and sterling. As of September 30, 2007, the aggregate principal and
interest outstanding under the current account agreements was €2,8034 million. Additionally, our subsidiary
Tberdrela Energias Renovables de Castilla La Mancha, S.A.U. received funding pursuant 1o a long-ternn financing
agreement with Iberdrola, S.A. which matures in 2012 (the ““Castilla La Mancha Loan™), As of September 30,
2007, the principal and interest outstanding under the Castilla La Mancha Loan was €377.1 million. It is
anticipated that the Castilla La Mancha Loan will be assigned to Iberdrola Renovables. We expect that amounts
borrowed from Iberdrola, S.A. in 2008 under the New Current Account Agreement will be refinanced quarterly
and transferred to a long-term loan agreement with Tberdrola, S.A, See “"Related Parties—Iberdrola, S.A .~
Financing Agreements.”

The balances of loans and similar liabilities are shown at the nominal amount of the debt net of debt
documentation expenses. Bank Loans increased in 2005 primarily as a result of the acquisition and related
financing of the C. Rokas, S.A. group. Bank Loans increased in 2006 primarily as a result of increased
investment in our subsidiaries Biovent Energia, S.A. and Molinos de la Rigja, S.A.

The majority of our debt agreements with third parties include standard clauses regarding the maintenance
of certain financial ratios and a requirement o pledge all shares in the projects to creditors. Qutstanding third
party debt containing these requirements amounted to approximately €480.0 million and €419.0 million as of
December 31, 2006 and as of September 30, 2007, respectively. During 2006, certain financing was obtained in
foreign currency, in particular U.S. dollars, and is stuted in euros at the year-end exchange rates calculated at the
prevailing rates. The outstanding balances of these loans in euros at December 31, 2005 and 2006 were €0 and
€54.2 million, respectively. Of the loans outstanding at December 31, 2006, €307.1 million was at fixed interest
rates, €234.9 million was at floating interest rates and €48.5 million was at capped interest rates. The debt
outstanding as of December 31, 2004, 2005 and 2006 accrued an average annual weighted interest of 4.12%,
3.06% and 3.86% respectively. :

As of December 31, 2006 we had €443.3 million of undrawn lines of credit facilities maturing between 2006
and 2016. Of this amount, €51.0 million was related to credit lines denominated in Brazilian reais to fund
investments in Brazil. As of September 30, 2007, we had €257.7 million of undrawn lines of credit facilities
maturing between 2007 and 2016. See “—Contractual Obligations™ below for details on the maturity of our bank
loans.

Off-balance sheet items

As of December 31, 2004, 2005, 2006 and as of September 30, 2007, we had granted guarantees in the
amounts of €33.2 millicn, €53.9 million, €213.4 million and €264.1 million, respectively, primarily to public
agencies, land owners and suppliers to satisfy certain of our subsidiaries’ contractual guarantee obligations. The
majority of these guarantees are counter-guaranteed by Iberdrola, S.A. through letter of credit lines. We
anticipate that going forward Iberdrola, S.A. will no longer counter-guarantee our obligations and we intend to
replace letter of credit lines currently supported by Tberdrola, S.A. with letter of credit lines under which we will
act as guarantor.

The majority of debt agreements with third parties in project finance include standard clauses regarding
satisfaction of certain financial ratios and the requirement to pledge all shares in the projects to the creditors.,

Contractual obligations

The table below sets forth, as of September 30, 2007, our contraciual obligations based upon the period in
which payments are due;

Less than 5 years and
Contractual obligations 1 vear 1-3years 3-5 ycars more Total
(€ in millions)
Bank loans .. ... ... .. 134.1 176.0 170.7 203.1 6839
Iberdrola, S.A. financing™ ... ... i 2,803.4  133.1 244.0 0 31805
Finance Leases® . ... ... ... ... ... 3.8 1.7 2.0 50 18.5
Total .. 29413 3168 416.7 208.1 3.882.9

(1} The purpose of the Offering is to facilitate the financing of our development plans. We intend to use the proceeds of the Offering (o
repay substantially all of our indebtedness we owe 1o Iberdrola, S.A. See “Use of Proceeds.” We have also entered into New Current
Account Agreements dated November 2. 2007 and a long-term financing agreement with lberdrola, $_A. dated November 20, 2007. See
“Related Party Transactions.”

{2) Finance leases include any lease amounts outstanding on wind farms or mini-hydro facilities.
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Investments

As at December 31, 2004, 2003, 2006 and at September 30, 2007, we had investment commitments to
acquire tangible fixed assets in an amount of €263.5 million, €990.6 million, €107.6 million and
€1,084.1 million, respectively.

Investments in property, plant and equipment

The table below presents the investments made on a business segment basis and a geographical basis of the
wind segment as of each of the years ended December 31, 2004, 2005 and 2006 and at September 30, 2007:

Investment New installed rencwable energy
As of Asof As of
As of December 31, September 30, December 31, September M),
2004 W 2005 Gl 2006 gt 2007 Do) 2004 2MS 2006 207
(€in millions, except percentages) - T (in_M W)

Wind ............... 7909 94.4%6_12.1 97.7%823.1 96.9% 8271 98.1% 910 603 607 534
Spain .......... 758.4 900.5%467.1 T74.5%411.3 48.4% 3933 46.6% 910 367 403 373
United

States® ..., — — — — 1234 143% 1028 122% — — 26 28

United
Kingdom .... — — — - 58 07% 22 03% — — — -
Rest of the ’

World®%) . 325  39%1450 23.1%282.6 33.3% 3288 39.0% — 236 178 133
Mini-hydro ......... 47.2 5.6% 14.6 23% 143 1.7% 34 04% 39 I 17 b
Other renewable ' ‘

technologies ...... —_- - —_ - 123 14% 128 15% — 03 — —

Total renewable ... 838.1 100.0%626.8 100.0% 849.7 100.0% 843.3 100.0% 949 605 624 543

(1) Percentage of total renewable.
(2} Includes transactions for the dequisition of Community Energy, Inc. and MREC Partners in the United States in 2006,

(3) Includes transactions for the construction and acquisition of several wind farms projects in Portugal, France, Poland, Germany and
Brazil, and for the increase in investment in 2006, primarily the acquisition of Perfect Wind in France.

(4) Includes transactions for the acquisition of the 21.0% of the share capital of C. Rokas. 5.A. in Greece in 2004, an additional 28.9% of the
share capital of C. Rokas, $.A, in 2005,

Our investments on a yearly basis do not necessarily correlate with the increase in MW capacity installed
for that year because the particular year or period in which an investment is made may differ from the year or
period in which the investment is concluded or the actual MW capacity is installed due to the timing of financing
requirements, versus actual completion of construction.

During the nine months ended September 30, 2007, we installed 382 MW in Spain, the majority of which
was related to wind farms (373 MW) and the remainder (9 MW) related to mini-hydro facilities.

During the year ended December 31, 2006, we installed 368 MW in Spain, the majority of which was
related to wind farms (404 MW) and the remainder (17 MW) related to mini-hydro facilities, We also expanded
our business and began operations in Germany (34 MW), Poland (41 MW) and the United States (26 MW)
among other countries,

During the year ended December 31, 2005, we installed an additional 368 MW in Spain, the majority of
which was related to wind farms (367 MW), with the remainder (1 MW) related to mini-hydro plants. We also
. installed 0.3 MW of photovoliaic energy during 2005. We further expanded our activities by acquiring an
additional 28.9% of the share capital of C. Rokas, S.A. and began consolidating C. Rokas, S.A. during the fourth
quarter of 2005. Moreover, we expanded our business and began operations in France (20 MW), Portugal
(18 MW) and Brazil (6 MW).

During the year ended December 31, 2004, we installed 949 MW in Spain, the majority of which related to

wind farms (910 MW), with the remainder (39 MW) related to mini-hydro plants. During 2004, we expanded our
business to Greece by acquiring 21.0% of the share capital of the Greek company, of C. Rokas, S.A.

Quantitative and Qualitative Disclosures about Market Risk

Interest rate risk management

Our borrowings are exposed to changes in interest margins as well as changes in interest rates, which may
affect our results. Additionally, several of our balance sheet items and the associated financial derivatives bear
interest at fixed rates and are therefore exposed to the risk of fluctuations in fair value as a result of changes in
market interest rates. We are also exposed.to fluctuation in interest rates affecting cash flows in respect of items
in the balance sheet and derivatives that bear interest at floating rates,
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We seek 1o mitigate this risk by managing the ratio of fixed to floating rate debt based on an analysis of
market circumstances, by refinancing and making use of interest rate derivatives, while remaining within our
approved risk limits. Our board of directors approved in November 2004 and adopted the General Risk Policy of
the Iberdrola, S.A. Group. Under this policy, we undertake to ensure that all significant business and economic
risks are adequately identified, measured, managed and controlled, applying certain risk guidelines adopted by
the board of directors. Risk guidelines include, among others: (i) separation, at the operating level, of functions
between the risk-taking areas and the areas responsible for analyzing, controlling and supervising the risks;
(ii) correct use of financial risk hedging instruments and their recognition in accordance with the applicable
accounting and financial standards: (iii) transparency in reporting on our risks and the functioning of the systems
developed to control them; (iv) development of a risk-opportunity control and management culture within our
management; (v) coordination with general policy of all the specific risk-related policies that have to be
implcmented: (vi) compliance with current regulations and legistation in relation to risk control, management and
oversight, among other guidelines.

In order to implement this policy, we have developed the Integral Rlbk Control and Management System
which outlines the definition, separation and assignment of functions and responsibilities, and of the required
procedures, methodologies and support tools. The system is based on a risk policy and limit structure that
guarantees controlled management of the risks by the businesses, the monitoring and control of the risks in the
income statement and the anatysis and control of risks related to new investments,

Foreign exchange risk management

We are present in nineteen countries around the world and report our consolidated financial statements in
euro. As a result, our results of operations are affected by exchange rate fluctuations between the euro and other
currencies, in particular the U.S. dollar and sterling, Our foreign exchange risk consists of both cumency
translation risk and currency transaction risk. Currency transaction risk arises because the assets and liabilities
and the profit and loss of each of our operating subsidiaries reports in the operating currency of the jurisdiction in
which it primarily operates. These amounts, if not reported in euro, are then translated into euro for inclusion in
our consolidated financial statements at the prevailing rates at such time of translation. The translation of these
amounts can impact our financial results from period to period and affect their comparability. Currency
transaction risk arises as a result of a mismatch of the currencies in which revenues and costs are denomindted. In
2006, approximately 1% of our sales and 3.7% of our operating expenses (excluding amortization of goodwill
and trademarks) were denominated in currencies other than the euro. After the Acquisition we will likely have
increased exposure to foreign currencies as a result of our expansion in the United States and United Kingdom.

Financial instruments

We use financial instruments to hedge financial exposures arising from financing of business operations and
liguidity management. Our finance policy states which instruments may be used. The external derivative
instruments that are used are forward currency agreements and currency swaps to hedge currency risks and
interest rate swaps and forward rate agreements to hedge interest rate risks.

The following table presents the value of derivative financial instruments at December 31, 2006, 2005 and
2004 (in thousand euros):

Asof As of
As of December 31, As of December 31, September 30,  September 30,
Liabilities 2004  Liabilities 2005 Assel 2006 Liabilities 2006 Assels 2007 Liabilities 2007
Non Non Non- Non- Non- Non-

Current Current Current Currenl Current Current Current Current Current Current Current Current
{€in thousands)

Interest rate hedges:

Cash flow hedges

Interest swap ......... - (13,954) (862) (11,085 — 1,829 69y (21900 — 4,811 6) (497
Collar ............... — - - (1,350 — — — (149 — 18 — (33)

Foreign exchange hedges:
Fair value hedges
Interest rate swap . .. .. (260}
Currency swap ....... — — 219 — — —_ — —_ — —_ —_ _
Foreign exchange

hedge (USD) ....... — - - — 1,318 — (56) — 5693 — — —

Non-hedging derivatives:
Interest rate derivative
Interest rate swap ..... - (64.665) - (60,425) — 600 — 65) — 577

{78.619) (643) (72.860) 1,318 2429 (125) (2.404) 5693 5406

(790)

s !
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Following the Acquisition, we will recognize a significant number of derivative contracts that wilt have a
considerable impact on our financial income. For further discussion on the SP US Assets derivative financial
instruments, sce "—Factors Affecting our Future Results of Operations” and “SPHI Discussion and Analysis of
Financial Condition and Results of Operations.”

We have adopted certain risk policies that apply certain limits on interest rate risk to mitigate such risks,
such as by managing a ratio of fixed to floating raie debt and refinancing and using interest rate derivatives. Qur
debt ar fixed interest rates, including financial derivatives which are exposed 1o the floctuations in fair value as a
result of changes in market interest rates, was €203.7 million in 2004, €285.8 million in 2005, €307.1 million at
December 31, 2006 and €256.6 million at September 30, 2007. Our debt at floating interest rates, including
financial derivatives, was €47.3 million at December 31, 2004, €36.6 million at December 31, 2005,
€234.9 million at December 31, 2006 and €423.3 million at September 30, 2007. As a result, we are exposed to
fluctuations in interest rates and any increase in interest rates could lead to significant increases in interest
expense and would impact our results of operations.

Liguidity risk management

We maintain a liquidity reserve consisting of our curremt account agreements with Iberdrola, S.A for
€1.5 billion and a long-term credit facility up to €2.0 billion 10 cover all our potential funding needs. See
“Related Party Transactions—Iberdrola, S.A —Financing Agreements.” Our parent company manages a cash
pool in our major currencies (euro, U.S. dollar and sterling) 10 cemralize cash management efficiently and reduce

. external borrowing. As of September 30, 2007, our liquidity reserve (consisting of our current account agreement

with Iberdrola, S.A.) covered all the potential funding needs.

Outlook

Our aim s to grow by installing approximately 2,000 MW of renewable capacity per year in order to reach
13.600 MW of installed renewable capacity by 2010, There can be no assurance that we will meet our target and
in the anticipated timeframe. We believe that our current pipeline of 41,266 MW on a pro forma basis as of
September 30, 2007, including the composition of the pipeline categories, provides strong visibility to reach our
targets.

Certain statements under this section *Outlook™ are forward-looking statements. These forward-
looking statements are not guarantees of future financial performance and our actual results could differ
materially from those expressed or implied by these forward-looking statements as a result of many
factors, including but not limited to hose described under “Forward-Looking Statements” and “Risk
Factors,” Investors are urged not to place undue reliance on any of the statements set forth above.
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SPHI DESCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

We encourage you 1o read the following discussion in conjunction with the audited consolidated financial
siatements of ScottishPower Holding, Inc. (“"SPHI") as of and for the years ended March 31, 2007 and 2006 and
the related notes thereto included elsewhere in this offering memorandum, which were prepared in accordance
with U.S. GAAP.

For this section, the term "SPHI" shall mean SPHI and its subsidiaries. See " Presentation of Financial and
Other Information.”

Effective Ocrober 3, 2007, SPHI has become part of Iberdrola Renovables. SPHI represented approximately
29.6% and 29.9% of the pro forma gross margin and 29.9% and 27.0% of the pro forma EBITDA, respectively of
the tberdrola Renovables Group including the pro forma adjustments and harmonization under IFRS for the vear
ended December 31, 2006 and for the nine months ended September 30, 2007. See "Acquisttion and Unaudited
Pro Forma Financial Information.”

Installed capaciry is presented on a consolidated basis, including 50% of joint ventures, all of the capacity
of wind farms included in the Aeolus institutional investment siructures and 606 MW of installed wind capacity
under PPAs with FPL Energy, Inc. (606 MW FPL PPAs”), bui exciuding historical build-1o-sell installed
capacity.

The discussion below is based on U.S. GAAP as implemented by SPHI. In future financial periods (effective
as of October 3, 2007) the financial condition and resuits of operarions of SPHI will be consolidated with those
of Iberdrola Renovables and its consolidated subsidiaries which are reported under IFRS, and future accounting
decisions will be made by Iberdrola Renovables, which may differ from SPHI’s historical accounting policies. As
a result, SPHI's financial year will end on December 31 and SPH! will report under IFRS, which may have a
significant impact on reported results. You should consull your own accounting advisers for an understanding of
the differences between IFRS and U.S. GAAP and how those differences affect the financial statements and other
Sinancial information presented in this offering memorandum. See “Risk Factors—This offering memorandum
includes financial statements prepared in euro, dollar and sterling under IFRS, U.S. GAAP and UK. GAAP
respectively, and a discussion of our results of operations under IFRS, U.S. GAAP AND U.K. GAAP respectively,
which differ in certain material respects.” The translation of SPHI's U].S. GAAP financial statements into IFRS
and the implementation of accounting principles by the management of Iberdrola Renovables may have a
significant impact on reported results in future years, See "—Key Accounting Policies.” The discussion and
camparison of SPHI's results for the years ended March 31, 2006 and 2007 is provided below for information
purposes only. As a result of the factors described above and other factors described below under “—Faciors
Affecting SPHI Results of Operations,” SPHI's results for the years ended March 31, 2006 and 2007 should not
be considered indicative of future revenues, operating results or net income and you are advised not to place
undue reliance on this discussion.

For this section “gross margin” reflecis our aciual gross margin. “Adjusted gross margin” reflects gross
tmargin with certain operations and maintenance {"O&M ") costs reclassified as energy cosis and revenues, as
applicable. “Adjusted gross margin (accrual earnings)"” reflects adjusted gross margin further adjusted to
exclude the impact of mark-to-market accounting of derivative coniracis.

“"EBITDA” has not been adjusted as a result of certain O&M cosis reclassified as energy costs and
reventes, as these reclassifications have had no impact on actual EBITDA. “Adjusted EBRITDA" as used in this
section is EBITDA adjusied by impairments and excluding corporate allocations. “Adjusted EBITDA (acerual
earnings)” is adjusted EBITDA further adjusted to exclude the impact of mark-to-market accounting of
derivative contracts.

The following discussion includes forward-looking statements which, although based on assumptions that
SPHI considers reasonable, are subject 10 risks and uncertainties which could cause actual events or conditions
10 differ materially from those expressed or implied by the forward-looking statements. For a discussion of some
of those risks and wicertainties please refer to the sections entitled “Forward-Looking Statements™ and “Risk
Factors.”

Overview

SPHI has a diversified portfolio of projects and experience in wind power generation, natural gas storage,
energy management services and thermal power generation. The table below sets forth the adjusted gross margin,
adjusted gross margin (accrual earnings), adjusted EBITDA and adjusted EBITDA (accrual earnings) for the year
ended March 31, 2007 for each of our business segments,
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For the year ended March 31, 2107
Adjusted Adjusted pross

gross margin Adjusted Adjusted EBITDA

margin {accrual earnings) EBITDA (accrual earnings}
(unaudited) (unaudited) % of Total (unaudited) (ungudited) % of Total

($ in millions, except percentages)
Wind ... 168.4 163.6 38.9% 130.8 126.0 39.0%
Gas™ . ..o 63.5 63.5 151% 33.0 33.0 10.2%
Energy management ........ 93.0 101.9 24.3% 84.8 93.7 29.0%
Thermal generation .......... 337 86.1 20.5% 27.1 79.5 24.6%
Other................... 5.0 5.0 2% (95 (9.5 _(29)%

Total ... 363.6 420.1 100.0%  266.2 3227 100.0%

{1 Enstor business segment.

As of March 31, 2007, SPHI had 1,666 MW of installed wind capacity in the United States which generated
4,251 GWh of wind energy during the year ended March 31, 2007. Wind energy generation accounted for 38.9%
of SPHI's adjusted gross margin (accrval earnings) and 39.0% of udjusted EBITDA (accrual earnings) as of and
for the year ended March 31, 2007.

As of March 31, 2007, SPHI had 0.76 bem of owned working gas storage capacity in the United States.
Enstor accounted for 15.1% of SPHI's adjusted gross margin {accrual earnings) and 10.2% of adjusted EBITDA
(accrual eamnings) as of and for the year ended March 31, 2007. '

As of March 31, 2007, SPHI's energy management activities accounted for 24.3% of SPHI's adjusted gross
margin (accrual earnings) {of which 3.2% of gross margin is power and 21.1% is gas) and 29.0% of adjusted

EBITDA (accrual earnings).

As of March 31, 2007, SPHI had 537 MW of thermal energy capacity in the United States (including 237

MW purchased under PPAs with third parties). Thermal generation activities accounted for 20.5% of SPHI's

adjusted gross margin (accrual earnings) and 24.6% of adjusted EBITDA (accrual earnings) as of and for the year
ended March 31, 2007.

Other business includes the residual operations of SPHI that were not disposed of with the sale of
PacifiCorp and which are currently in a wind-down process. Other business accounted for 1.2% of SPHI's
adjusted gross margin (accrual earnings) and (2.9)% of adjusted EBITDA (accrual earnings) as of and for the
year ended March 31, 2007, o '

As further discussed below, SPHI's historical results of operations have been driven principally by: (i) the
expuansion of the SPHI business, (ii) Aeolus transactions, (iii) changes in electricity prices and gas spreads,
(iv) the sale of PacifiCorp, (v) derivative financial instruments, (vi) the tax provisions for U.S. tax audit, (vii} the
termination of our build-to-sell business and (viii) certain non-recurring items. See “Regulatory” and “Risk
Factors—Qur profitability in each of the regional markets in which we operate is dependent on policies and
regulatory frameworks that support renewable energy development.”

Recent Developments

The City of Klamath Falls (the “City of Klamath™) sold to PPM Energy the 506 MW Klamath Cogeneration
Facility located in Klamath County, Oregon and its associated off-take agreements for approximately $286
million. The City of Klamath and PPM Energy executed two agreements on September 11, 2007 to sell the plant
to PPM Encrgy. These include an Asset Purchase Agreement and a Bond Redemption and Defeasance
Agreement. Both agreements were subject to conditions precedent, which included the assignment of all
necessary or appropriate contracts with respect to the Klamath Cogeneration Facility, a fair value appraisal of the
plant, FERC approval, Oregon Circuit Court approval and Klamath County approval. The asset purchase was
completed on November 30, 2007 when we received the necessary regulatory consents and approvals, The City
of Klamath used the proceeds to redeem and defease all of the related debt financing and PPM Energy acquired
the Klamath Cogeneration Facility deblt free. Under the asset purchase agreement, the 237 MW Thermal PPA and
certain asset management agreements related to the Klamath Cogeneration Facility were cancelled. See
“Business—Non-Renewable Energy Businesses—Thermal.”
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On December 10, 2007, Enstor signed a purchase agreement to acquire companies that own a gas storage
facility in the United States for approximately $164 million, subject to adjustment according to certain
circumstances set out in the agreement. The transaction is subject to certain customary closing conditions. The
operational 0.22 bem facility is Jocated in Lamar County, Alabama. See “Business—Non-Renewable Energy
Businesses—Enstor.”

Factors Affecting SPHI Results of Operations
Expansion of the SPHI business
Wind capacity

SPHI continoes to expand its wind farms into new geographic areas and has significantly increased its
installed capacity and production in recent years, resulting in increased revenues and increased operating
expenses. Approximately 21.5% and 38.9% of adjusted gross margin (accrual eamnings) and 19.1% and 39.0% of
adjusted EBITDA (accrual earnings) for the years ended March 31, 2006 and 2007, respectively, were generated
by SPHI's wind farms.

SPHI had 830 MW, 1,404 MW and 1,666 MW of installed wind capacity as of March 31, 2005, 2006 and
2007, respectively. For the years ended March 31, 2006 and 2007, SPHI added 574 MW (2 69.2% increase) and
262 MW (a 18.7% increase) of installed capacity, respectively.

As of March 31, 2005, 2006 and 2007, our gross asset values of property, plant and equipment for the wind
segment, excluding the gross asset values of projects under development, of $259.3 million, $1.003.4 million,
and $1,400.6 million, respectively. Gross assets do not directly correspond with the number of MW installed at
the end of cach period.

For the years ended Murch 31, 2006 and 2007, SPHI produced 2,723 GWh and 4,251 GWh of electricity
from wind power, respectively, reflecting an increase of 56.1% that was caused by the growth of installed
capacity.

Gas storage (“Enstor”)

SPHI has increased its gas storage capacity in recent years. Working gas storage capacity was 0.59 bem,
0.76 bem and 0.76 bem as of March 31, 2003, 2006 and 2007 respectively. SPHI expanded its business through
the acquisition of the Grama-storage facility in 2006. Approximately 19.4% and 15.1% of adjusted gross margin
(accrual earnings) and 10.7% and 10.2% of adjusied EBITDA (accrual earnings) for the years ended March 3t,
2006 and 2007, respectively, were generated by the Enstor gas storage business segment.

Enstor also has two storage projects in various stages of development: (i) the Enstor Waha Storage and
Transportation, L.P. ("Enstor Waha™) facility located in western Texas; and (ii} the Enstor Houston Hub Storage
and Transportation, L.P. ("Enstor Houston Hub™) facility located near Houston, Texas. Enstor anticipates that
these facilities, if successfully developed, will represent approximately 0.27 bem of high-deliverability bedded
salt gas storage at Waha and 0.45 bem of high-deliverability sait dome gas storage at Houston Hub. Additionally,
Enstor is expanding the Enstor Grama Ridge Storage and Transportation, LLC (“Enstor Grama™) facility and
anticipates that the expansion, if successfully developed, will represent approximately 0.04 bem of gas storage.
Enstor has a number of projects in the early stages of development and considers potential acquisitions of
development projects and operating facilies as and when the opportunity arses. See “Business—Non-
Renewable Energy Businesses--Enstor.”

Energy management

SPHI, through the energy management business segment, increased its contracted storage capacity by 0.24
bcm from the pertod ending March 31, 2006 (0.74 bem) to March 31, 2007 (0.98 bem). Approximately 16.7%
and 24.3% of adjusted gross margin (accrual earnings) and 19.9% and 29.0% of adjusted EBITDA (accrual
eamnings) for the years ended March 31, 2006 and 2007, respectively, were gencrated by the energy management
business segment.

Aeolus transactions

SPHI has benefited from regulations and policies that support the development of renewable energy projects
which affect the growth of SPHI's revenue and business. See “Industry” and “Risk Factors—Our profitability in
each of the regional markets in which we opcrate is dependent on policies und regulatory frameworks that
support renewable energy development” for a more detailed discussion of the factors driving growth in the
renewable energy industry and the challenges faced.

In order to monetize the tax benefits of PTCs and MACRS deductions generated by SPHI's wind farms, in
the year ended March 31, 2007, SPHI entered into three pay-as-you-go (“Pay-Go™} structured institutional
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partnership investment transactions related to certain wind farms (the Aeolus I, II and IIT transactions), which
related both to existing wind farms and wind farms that were being placed into operation at the time of the
relevant transaction. See “Business—Renewable Energy Businesses—Wind.” These transactions were driven
primarily by the sale in March 2006 of PacifiCorp, a subsidiary of SPHI, and its assets, after which SPHI no
longer had sufficient taxable income to fully utilize the tax bencfits generated by its wind farms, See
“Regulatory—United States.” The transactions materially impacted SPHI's revenues, interest income and
minority interest income accounts during the period under review. Up-front cash payments totaling $657.1
million were received from the Aeolus transactions with $590.3 million recorded on the balance sheet in the line
item “deferred revenues” and the $66.8 million recorded in the balance sheet line item “minority interests.” In
addition. $180.6 million of fixed notes were received and recorded as deferred revenues. At March 31, 2007, the
unamortized deferred revenue amount was $567.5 million related to the up-front cash and $178.5 million related
to the fixed notes.

SPHI has other wind farms under development in the United States, Based on current taxable eamings
expectations in the United States, it is anticipated that SPHI will require additional institutional investors and
further Aeolus (or similar) transactions to monetize the expected tax benefits that will be generated by these
additional wind farms. See “Management’s Discussion and Analysis of Financial Condition and Results of
Operations™ for a description of the anticipated accounting treatment for future Aeolus or similar institutional
investor transactions under IFRS, which will differ from the histqricul treatment under U.S. GAAP.

The effects of the Acolus transactions on SPHI's income statement for the year ended March 31, 2007
include the following:

*  Revenues, The up front cash payments and fixed notes for the Aeolus transactions are considered
deferred revenues and are credited to revenues based on a ten-year straight line amortization schedule.
Amounts due on the contingent notes are accrued and credited to revenue in the period associated with
the related generation from the wind farms. The net credited revenue from the Aeolus transactions for
the year ended March 31, 2007 was $28.1 million which includes the value received for PTC and
MACRS and was offset by distributions to investors,

+  Interest income. Interest is accrued on the fixed notes and credited to interest income in the period
earmned. The carned interest income from the Aeolus fixed notes for the year ended March 31, 2007 was
$4.4 million.

*  Minority interest income. The portion of depreciation attributed to minority interests in the wind farms
in the Aeolus transactions is recorded as minority interest income to SPHI. Minority interest income
from the Aeolus transactions for the year ended March 31, 2007 was $1.3 million,

*  Taxes. For the year ended March 31, 2007, the value of PTCs generated by the SPHI wind farms was
$53.3 million. PTCs with a value of $20.8 million were allocated to the institutional investors in the
Acolus transactions and PTCs with a value of $32.5 million were retained and are available to offset
SPHI's federal income tax liabilities.

Changes in electricity prices and gas spreads
Wind

Electricity sales revenues from SPHI’s wind farm projects are affected in part by the prevailing prices for
wholesale electricity. SPHI has traditionally sought to limit substantially all of its exposure to electricity price
fluctuations, principally through long-term PPAs. The price at which SPHI can sell its electricity under such
long-term PPAs is affected by the prevailing prices for wholesale electricity at the time such agreements are
entered into. SPHI has traditionally sold substantially all of the electricity production from its wind farms under
long-term PPAs with terms ranging from 10 to 30 vears. The average sales price per MWh of generation from
SPHI's wind business, excluding the Aeclus transactions' effects, ranges from approximately $24 to $82 and the
blended average sales price per MWh was $41.14 and 343.81 for the years ended March 31, 2006 and 2007,
respectively, including substantially all of its renewable energy certificates. Changes in prevailing prices also
affect revenues and earnings from merchant sales of electricity for the portion of generation from wind farms that
is not committed to long-term PPAs. As of March 31, 2007, approximately 94% of our installed capacity was
contracted under long-term PPAs.
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In addition, SPHI's wind business generates PTCs, which are valued at $19 and $20 per MWh of generation
for the years ended December 31, 2006 and 2007, respectively and are indexed for inflation. SPHI currently has
insufficient taxable income in the United States against which to use all the PTCs and MACRS generated from
the wind farms and realizes substantially all of the value of these tax benefits indirectly, through the Aeolus
structures.

SPHI traditionally sells substantially all of its renewable energy certificates bundled with the associated
generated electricity under PPAs: however, SPHI undertakes separate sales or trading of renewable energy
certificates on a limited basis in certain markets. A renewable energy centificate represents the environmental
attributes of renewable energy and is generally represented by a certificate issued by the generator corresponding
to the amount of energy generated, and the associated environmental attributes. Renewable energy certificates
can, in certain markets, be traded separately from the energy produced. Renewable energy centificates represent
the “environmental value” of renewable energy generated, with one certificate typically representing one MWh
of electricity. See “Regulatory—United States.” Following the expiration of existing long-term contracts, or with
respect 1o production from new wind farms, SPHI may elect 1o engage more frequently in separate sales of
renewible energy certificates. In such event. fluctuations in the average price at which SPHI can sell renewable
energy certificates will affect SPHI's revenues.

Thermal generation

Gas-fired thermal generation is affected by the relationship between gas and electricity prices otherwise
known as the spark spread. Thermal gross margins in the Klamath portfolio ure primarily impacted by two
factors, (i) the price differential between procured and sold capacity and (ii) volumes of energy taken by
customers under long-term off-take arrangements.

The price paid for the Klamath Cogeneration Facility capacity is tied 1o the capital costs employed to
construct the facility along with fixed transport charges incurred to fuel the plant. The price the capacity was sold
for was determined by the imbalance between energy demand and supply when the long-term off-take
agreements were executed. For the Klamath Cogeneration Facility, the period when off-take agreements were
signed (i.e., 2001 and 2002) occurred at a time when energy prices were historically high, As a result, the market
price in the off-tuke agreements was at a premium at the time of contract execution. The Klamath Cogeneration
Fucility is hedged through 2011 and, as a result, is generally immune to both gas and power price volatility, as
evidenced by our relatively stable accrual earnings in the thermal generation business segment during the period
under review,

The second factor, energy volumes, impacts gross margins due to the fact that the heat rate for the Klamath
Cogeneration Facility (i.e., the quantity of fucl required to generate a unit of electricity) is less than the heat rate
charged to SPHI's customers under the associnted off-take agreements. As more volumes are sold, the energy
margin increases since encrgy revenue is a function of the heat rate multiplied by gas costs,

Prior to the purchase of Klamath Cogencration Facility on November 30, 2007, SPHI, through a long-term
lease agreement had tolling rights for 237 MW (46.9%) of the output of the Klamath Cogeneration Facility which
it historically committed under long-term tolling arrangements and fixed price power sales, Following the
completion of the purchase of the Klamath Cogeneration Facility, the lease terminated and SPHI now owns the
Klamath Cogeneration Fucility. See “—Recent Developments.” The Klamath Cogeneration Facility's capacity is
committed under long-term tolling arrangements and fixed price power sales and sold through other off-take
agreements. The tolling agrecments are designed to recover the cost of production including fuel. transport,
transmission, O&M and ancillary services while providing o margin on the capacity and energy. The tolling
arrangements are accounted for as derivative instruments under Statement of Financial Accounting Standards
(SFAS) 133, Accounting for Derivative Instruments and Hedging Activities.

. Prior to the purchase of Klamath Cogeneration Facility, SPHI, through asset management agreements with
the City of Klamath, fuelled, managed, dispatched and brokered the City of Klamath’s share (53.1%) of the
output of the Klamath Cogeneration Facility. SPHI was reimbursed primarily on a fixed-fee basis with incentive
payments for various performance benchmarks. These agreements terminated upon completion of the purchase of
the Klumath Cogeneration Facility. See “—Recent Developments.”

Enstor

The cost of demestic production and the commodity price of natural gas have increased significantly since
2000, with the average U.S. wellhead price reported by the EIA during 2000-2006 at $4.96 per thousand cubic
feet, more than 2.5 times the average price over the 1990-1999 period. This escalation reflects more difficult,

118



remote and expensive resources as well a much tighter balance between supply and demand. See “Industry.” Gas
price volatility is increasing due to various factors, including (i} increased worldwide demand for hydrocarbons,
{ii} more installed gas plant capacity in the United States, (iii} severe hurricane seasons and (iv) the globalization
of the LNG business. Greater gas price volatility increases the chances that price differentials will occur over
time (storage value) or relative to power (spark spread volatility also impacts the value of thermal generation, as
described above).

SPHI's gas storage business (through its Enstor subsidiary) engages in natural gas storage services by
providing long-term lease capacity and other short-term park and loan activities on its physicat storage facilities.
Enstor does not take title to gas mventory, but rather stores the gas for customers, which require varying volumes
of storage capacity depending on gas prices and spreads. Enstor's gas storage business is affected by customer
demand for gas storage. which in turn can be affected by seasonal spreads for gas between summer and winter
months {as well as daily and monthly spreads), by a customer’s expectation of seasonal spreads and actual
spreads between geographic arcas and by the volatility of gas prices. In general, greater volatility and greater
spreads in gas prices lead to increased demand for gas storage and to higher margins for this business, whereas
lower volatility and smaller spreads lead to lower demand for gas storage and correspondingly to lower margins.

Energy management

SPHI's energy management business is engaged in the buying and selling of both electricity and gas to
assist in the management of and extraction of value in the underlying electricity and gas assets. In addition to
Enstor’s owned gas storage business, the energy management business segment contracts for gas storage capacity
(some of which it obtiins through a service agreement with Enstor) to participate in contracted gas storage
activities, firm transport and proprietary trading, all of which are affected by seasonal and geographic gas price
spreads, price volatility and demand in a manner similar to that of SPHI's owned gas storage business. In
addition, the energy management business segment engages in activities to optimize power assets. See
“Business—Non-Rencwable Energy Businesses.” Our cnergy management business takes advantage of market
volatility by acquiring undervalued energy assets/contracts in order to extract value from these positions.

Sale of PacifiCorp

On March 21, 2006, SPHI sold all the common stock of PacifiCorp, which represented a significant part of
SPHI's assets, to MidAmerican Energy Holdings Company, and as a result. the financial position, results of
operations and cash flows of PacifiCorp and its subsidiaries have been presented in SPHI's audited financial
statements for the years ended March 31, 2006 and 2007 as discontinued operations. This resulted in recording a
net income gain from discontinued operations of $768.8 million in the year ended March 31, 2006 and a net loss
from discontinued operations of $18.6 million in the year ended March 31, 2007. The net loss was primarily due
10 a $22.2 million increase in the disposal provision related to claims assernted by MidAmerican Energy Holdings
Company, partially offset by a reduction in the disposal provision due to a change in the estimate of certain
payroll and pension expenses of $5.8 million. The sale also impacted SPHI's cash flows as debt incurred for the
purchase of PacifiCorp in 1999 was repaid in July 2006, See “—Liquidity and Capital Resources—Explanation
of cash flow financing.”

- Derivative financial instruments

SPHI enters into gas and power derivative contracts primarily to manage the price risk related to storage,
transport and generation capacity. The value of SPHI's contracied storage capacity is exposed to seasonal price
risk. Fixed price, busis and index gas trades are utilized to tock in the value of contracted storage capacity by
fixing the price of gas that is purchased in low-priced periods (e.g., spring and fall) and sold in relatively high-
priced periods (e.g.. summer and winter). The same instruments are used to hedge the price risk associated with
firm transport contracts that expose SPHI to price differentials between the receipt and delivery points. This risk
is mitigated by locking in the purchase price at the receipt point and sales price at the delivery point when the
location differential is largest. For generation capacity, SPHI enters into a combination of gas and electricity
derivatives to manage heat rate risk (i.c., the price relationship between gas and electricity which determines the
value of generation capacity in the market). The electricity derivatives include fixed price electricity contracts
and tolling arrangements. The effect of these agreements is to lock in the margin between the cost of producing
electricity and the sales price received for production.

In addition to hedging activities, SPHI enters into derivative transactions for speculative purposes within
conservative risk limits. SPHI enters into these transactions in order to develop market expertise to better manage
the existing assets and contract positions and capture additional value for the business.
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The fair value of risk management derivatives ar March 31, 2006 was approximately $133.9 million. The
fair value of risk management derivatives at March 31, 2007 was $73.1 million. The majority of the value in all
periods is associated with tolling agreements hedging power plant capacity. The value of the tolling agreements
is impacted by the relationship of gas prices at selected purchase points and electricity prices at production
locations. The value of the gas derivatives is impacted by both Gulf and West Coast gas prices. The value of the
risk management derivatives remains positive and changed year over year primarily as a result of the collection
of capacity payments under the tolling arrangements. This has the effect of moving the forward value, embedded
in the mark-to-market number, into cash earnings.

The mark-to-market or unrealized earnings of SPHI's trading and hedging activities may change from
period to period due to market price volatility and expiration of the derivative contracts. This artificial or
accounting-based volatility is not representative of the value of the portfolio or future cash flows (with the

_exception of proprictary trading) since the exposures that are being hedged are subject to accrual accounting.

Examples include storage capacily and inventory hedged with forward sales contracts and power plants hedged
with tolling agreements, Rather, the mark-to-market volatility is representative of the price risk being averted or
kept out of cash eamnings (i.c., if the hedges were not in place, realized eamings would be volatile from having
open econonic EXposures).

SPHI had a $22.4 million unrealized loss on derivative instruments as of March 31, 2006 and a $60.9
million unrealized loss as of March 31, 2007. The unrealized loss of $22.4 million as of March 31, 2006 was
largely attributable to the assumption of a gas supply agreement that was below market. PPM Energy received
cash consideration for the agreement which is reflected in cash balances but not risk management assets. The
unrealized loss of $60.9 million as of March 31, 2007 was driven by a decrease in the value of hedges in the
thermal ($39 million) and gas storage books ($22 million). Tolling arrangements hedging the Klamath
Cogeneration Facility decreased in value primarily from the expiration/delivery of capacity and energy which
reduced the amount of future capacity payments due SPHI. Fixed price gas positions hedging inventory also
expired with positive value contributing part of the reduction in unrealized earnings and increase in cash
earnings.
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